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CURRENCY AND EXCHANGE RATES 


Unless otherwise specified, all reference to "dollars" or to "$" are to U.S. dollars and all references to "Cdn.$" are to Canadian dollars. 
The closing, low, high and average noon buying rates in New York for cable transfers for the conversion of Canadian dollars into U.S. 
dollars for each of the five years ended December 31 as reported by the Federal Reserve Bank of New York were as follows: 


2003 2002 2001 2000 1999 
Closing feee.aes $ 0.77 $ 0.63 $ 0.63 $ 0.67 $ 0.69 
OW settee nzer sss $ 0.63 $ 0.62 $ 0.62 $ 0.64 $ 0.64 
lig hvecrce oe $ 0.77 $ 0.66 $ 0.67 $ 0.70 $ 0.69 
Average Noon... $ 0.71 $ 0.63 $ 0.65 $ 0.67 $ 0.67 


The average noon rate of exchange reported by the Federal Reserve Bank of New York for conversion of U.S. dollars into Canadian 
dollars on March 1, 2004 was $ 0.75 ($1.00 = Cdn.$1.34). Exchange rates are based upon the noon buying rate in New York City for 
cable transfers in foreign currencies as certified for customs purposes by the Federal Reserve Bank of New York. 

ABBREVIATIONS 


As generally used in the oil and gas business and in this Annual Report, the following terms have the following meanings: 


Boe = barrel of oil equivalent 
Bbl = barrel 
MBbl = thousand barrels 

. MMBbIl = million barrels 
Bopd = barrels of oil per day 
Bbls/d = barrels of per day 
Boe/d = barrels of oil equivalent per day 
MBbls/d = thousand barrels per day 
MMBIs/d = million barrels per day 
MMBtu = million British thermal units 
Mcf = thousand cubic feet 
MMcf = million cubic feet 
Mcf/d = thousand cubic feet per day 
MMcf/d = million cubic feet per day 


When we refer to oil in "equivalents," we are doing so to compare quantities of oil with quantities of gas or to express these different 
commodities in a common unit. In calculating Bbl equivalents, we use a generally recognized standard in which one Bbl is equal to six 
Mcf. Boes may be misleading, particularly if used in isolation. The conversion ratio is based on an energy equivalency conversion 
method primarily applicable at the burner tip and does not represent a value equivalency at the wellhead. 


SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS 


Certain statements in this document are "forward-looking statements" within the meaning of the United States Private Securities 
Litigation Reform Act of 1995, Section 21E of the United States Securities Exchange Act of 1934, as amended, and Section 27A of 
the United States Securities Act of 1933, as amended. Such forward-looking statements involve known and unknown risks, 
uncertainties and other factors which may cause our actual results, performance or achievements, or other future events, to be 
materially different from any future results, performance or achievements or other events expressly or implicitly predicted by such 
forward-looking statements. Such risks, uncertainties and other factors include, but are not limited to, our short history of limited 
revenue, losses and negative cash flow from our current exploration and development operations in the U.S. and China; our limited 
cash resources and consequent need for additional financing; uncertainties regarding the potential success of our oil and gas 
exploration and development projects in the U.S. and China; uncertainties regarding the potential success of gas-to-liquids technology; 
oil price volatility; oil and gas industry operational hazards and environmental concerns; government regulation and requirements for 
permits and licenses, particularly in the foreign jurisdictions in which we carry on business; title matters; risks associated with 
carrying on business in foreign jurisdictions; conflicts of interests; competition for a limited number of promising oil and gas 
exploration properties from larger more well financed oil and gas companies; and other statements contained herein regarding matters 
that are not historical facts. Forward-looking statements can often be identified by the use of forward-looking terminology such as 
"may", "will", "expect", "intend", "estimate", "anticipate", "believe" or "continue" or the negative thereof or variations thereon or 
similar terminology. We believe that any forward-looking statements made are reasonable based on information available to us on the 
date such statements were made. However, no assurance can be given as to future results, levels of activity and achievements. We 
undertake no obligation to update publicly or revise any forward-looking statements contained in this report. All subsequent forward- 
looking statements, whether written or oral, attributable to us or persons acting on our behalf are expressly qualified in their entirety 
by these cautionary statements. 


ENFORCEABILITY OF CIVIL LIABILITIES 


We have been organized under the laws of Canada and our executive offices are located in British Columbia, Canada. Some of our 
directors, controlling persons and officers and representatives of the experts named in this Annual Report on Form 10-K reside outside 
the U.S. and a substantial portion of their assets and our assets are located outside the U.S. As a result, it may be difficult for you to 
effect service of process within the U.S. upon the directors, controlling persons, officers and representatives of experts who are not 
residents of the U.S. or to enforce against them judgments obtained in the courts of the U.S. based upon the civil liability provisions of 
the federal securities laws or other laws of the U.S. There is doubt as to the enforceability in Canada against us or against any of our 
directors, controlling persons, officers or experts who are not residents of the U.S., in original actions or in actions for enforcement of 
judgments of U.S. courts, of liabilities based solely upon civil liability provisions of the U.S. federal securities laws. Therefore, it may 
not be possible to enforce those actions against us, our directors and officers or experts named in this Annual Report on Form 10-K. 


AVAILABLE INFORMATION 


Copies of our annual reports on Form 10-K, our quarterly reports on Form 10-Q, our current reports on Form 8-K and amendments to 
those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934 are available free of charge 
on or through our website at http://www.ivanhoe-energy.com/or through the Securities and Exchange Commission’s website at 
http://www.sec.gov/. 


ITEMS 1 AND 2. BUSINESS AND PROPERTIES 
CORPORATE OVERVIEW 


We are an international energy company engaged in the exploration for and production of oil and gas, enhanced oil recovery and 
natural gas projects and the application of heavy-to-light oil upgrading and gas-to-liquids technologies. We were incorporated 
pursuant to the laws of the Yukon, Canada, on February 21, 1995 under the name 888 China Holdings Limited. We were largely 
inactive until early 1996. On June 3, 1996, we changed our name to Black Sea Energy Ltd., and on June 24, 1999, we changed our 
name to Ivanhoe Energy Inc. 


Our authorized capital consists of an unlimited number of common shares without par value and an unlimited number of preferred 
shares without par value. 


Our principal executive offices are located at Suite 654 — 999 Canada Place, Vancouver, British Columbia, V6C 3E1, and our 
registered and records offices are located at 300-204 Black Street, Whitehorse, Yukon, Y1A 2M9. 


HISTORICAL OVERVIEW 


Ivanhoe Energy Inc. is a company focused on three major strategies: (1) conventional exploration and production ("E&P"), primarily 
oil and natural gas in the U.S and China; (2) enhanced oil recovery ("EOR") and natural gas projects, on a production-sharing basis, 
with national petroleum companies and other operators; and (3) monetization of stranded oil and gas reserves though the application 
of advanced technologies such as heavy-to-light and gas-to-liquids (“GTL”) technologies. 


Following our incorporation in February 1995, we were largely inactive until early 1996. Initially, our strategy was to seek out 
existing oil and gas properties in Russia on which past field development practices did not maximize reserve recoveries and to 
establish joint ventures with local partners to enhance oil recovery. However, after successfully increasing oil production and reserves 
at the Kalchinskoye field in western Siberia, a dispute with our partner prevented us from proceeding with operations in the area. In 
August 2000 we settled the dispute and disposed of our assets for approximately $29 million, bringing to an end our activities in 
Russia. 


In the third quarter of 1998, we began to implement a diversification program aimed at expanding the geographical scope of our 
business. We added three individuals to our Board of Directors who have international experience in the oil and gas industry. David 
Martin, who is now our Chairman, was formerly the President and CEO of Occidental Oil and Gas Corporation. E. Leon Daniel, who 
is now our President and CEO, and John Carver, who is now one of our directors, are also both former executives of Occidental Oil 
and Gas Corporation. 


In August 1998, we began acquiring oil and gas exploration property interests in Peru, which we relinquished in 2000 after our 
exploration test well was unsuccessful. 


In California, we started accumulating working interests and royalty interests in the San Joaquin Valley in 1998, primarily through an 
exploration agreement with Aera Energy LLC ("Aera"). This agreement entitled us to joint exploration rights with Aera in return for 
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analyzing and identifying oil and gas prospects. Under the agreement, we had access to exploration, seismic and technical data owned 
by Aera. See "Oil and Gas Properties — California". 


In June 1999, we expanded the geographical scope of our business by acquiring Sunwing Energy Ltd. ("Sunwing"), an oil and gas 
company with operations in China. As a result of our merger with Sunwing, we acquired two production-sharing contracts with China 
National Petroleum Corporation (“CNPC”) to develop and operate the Kongnan oilfield in Dagang, located in Hebei Province and the 
Zhaozhou oilfield in Daging in the Heilongjiang Province. We subsequently sold our working interest in our Daqing oil and gas 
properties in January 2002 so we could concentrate our Chinese efforts in the larger and more prospective Dagang area. In April 
2003, we received approval of our Overall Development Program (“ODP”) for the Dagang field and in November 2003 we signed a 
heads of agreement with China International Trust & Investment Company (“CITIC”) to jointly develop the Dagang oil project, 
operated by Sunwing. See "Oil and Gas Properties — China". 


In April 2000, we acquired a limited volume license from Syntroleum Corporation ("Syntroleum") to use its proprietary GTL 
technology to convert natural gas into synthetic fuels. By sponsoring engineering and design work to extend the Syntroleum 
technology for large-scale and more economical gas conversion, we earned the right to upgrade our limited volume license to a master 
license. The master license allows us to use Syntroleum's proprietary process to convert natural gas into an unlimited volume of ultra 
clean transportation fuels and other synthetic petroleum products. We plan to use the technology in areas with large natural gas 
deposits, which would otherwise be uneconomic to develop. Our master license was amended in June 2003 to remove all territorial 
restrictions, allowing us to use the Syntroleum proprietary process in an unlimited number of GTL projects throughout the world. 


Immediately following the Syntroleum master license acquisition, we began actively pursuing development contracts for GTL plants 
in Qatar, Egypt and Oman and have undertaken extensive feasibility studies in connection with these opportunities. In December 
2002, we formed a wholly owned subsidiary, GTL Japan Corporation (“GTLJ”) to facilitate the participation of Japanese companies in 
GTL projects. In May 2003, advanced negotiations with Qatar Petroleum and the Qatari government to construct and operate a major 
GTL production facility in Qatar terminated without an agreement being reached. We continue to pursue several opportunities 
throughout the world to obtain rights to stranded natural gas deposits to use as feedstock for GTL projects including initiation, in 
August 2003, of a commercialization study in Bolivia. See "Gas-to-Liquids Projects". 


In May 2000, we entered into an agreement with Discovery Operating, Inc. ("Discovery") to earn working interests in approximately 
10,000 gross acres of oil and gas exploration properties in the Spraberry Trend of the West Texas Permian Basin in Midland County, 
Texas. We sold interests in the least productive of our Spraberry wells in 2002, limiting our remaining holdings to interests in 25 
producing wells and approximately 2,500 gross acres. See "Oil and Gas Properties — Texas". 


During 2000 and 2001, we leased the mineral rights in approximately 49,000 gross acres in the East Texas Basin and in 2001 entered 
into a joint venture agreement with a subsidiary of Unocal Corp. ("Unocal") to explore and develop prospects in the Bossier Trend. 
We subsequently farmed-out our interests in three wells drilled by Unocal and currently have mineral rights in approximately 33,200 
gross acres. See "Oil and Gas Properties — Texas". 


In February 2001, we extended our China interests. We entered into two memoranda of understanding with PetroChina Corporation 
(“PetroChina’’), a subsidiary of CNPC, which gives us the exclusive right to negotiate production-sharing contracts for the 
development of oil and gas reserves in three blocks in the Sichuan Basin. In September 2002, we signed a 30-year production-sharing 
contract for two of these blocks covering approximately 900,000 acres and in October 2003 initiated the first phase of the exploration 
program. We are awaiting a response from PetroChina to begin negotiations on the third block. The Sichuan Basin is a major oil and 
gas-producing region of China located approximately 930 miles southwest of Beijing. See "Oil and Gas Properties — China". 


In November 2003, we reached an agreement with Derek Resources (USA), Inc. (“Derek”’) to jointly develop the LAK Ranch field, a 
steam assisted gravity drainage project covering approximately 7,500 gross acres in the Powder River basin in Weston County, 
Wyoming. We will be the operator of the project and will earn an initial 30% working interest in the project by financing the capital 
cost of the pilot phase. Following the pilot phase, we will have the option to increase our working interest to 60% by providing 
additional capital toward the initial development phase for a total of $5 million, including the amounts spent on the pilot phase. See 
"EOR Projects — Wyoming". 


In January 2004, we signed a Stock Purchase and Shareholders’ Agreement with Ensyn Group, Inc. and its subsidiary, Ensyn 
Petroleum International Ltd. (‘““Ensyn’”), to acquire a 10% equity interest in Ensyn and exclusive rights to use Ensyn's proprietary 
crude-oil upgrading process (the “Ensyn RTP™ Process”) in several key international markets. We believe the Ensyn RTP™ Process 
technology offers excellent potential for commercializing heavy-oil fields throughout the world. See "EOR Projects — Ensyn", 


CORPORATE STRATEGY 


Our mission is to create shareholder value by finding and developing oil and gas reserves through the implementation of three main 
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strategies: (1) conventional exploration and production (“E&P”) of oil and gas, primarily in the U.S. and China, (2) EOR development 
projects, and (3) monetization of stranded oil and gas reserves through the application of our licensed Syntroleum and Ensyn 
technologies. In pursuing these three business development areas, we are focused on achieving a balance in our short, medium and 
long-term goals. In the short term, we are focused on E&P and EOR projects that can be implemented and achieve early production 
and cash flow. Our medium term strategy is to concentrate on natural gas exploration and development and our long-term priority is 
on GTL production of ultra clean fuels. During 2003 these strategies continued to mature and gain focus. 


Our short-term objective is to focus on areas where production can be achieved quickly and efficiently to create cash flow to fund our 
operations and allow us to pursue our medium and long-term objectives. To date, we have established oil and natural gas production in 
the South Midway property in the San Joaquin Basin of California, in the Spraberry Trend of West Texas and at Dagang in China. 


One of the key elements of our medium term strategy is exploration and development in the San Joaquin Basin of California and in 
East Texas. In 1998, we acquired exploration rights through an agreement with Aera, California’s largest producer. This agreement 
gave us access to a significant inventory of exploration, seismic and technical data for the purpose of identifving drillable prospects, 
primarily beneath existing oil fields in the San Joaquin Basin. We recently farmed into the Sledge Hamar prospect, a property at the 
southern extension of the South Belridge field, and Knights Landing, in northern California, where we will fund a gathering system 
for four recent gas discovery wells and plan to participate in drilling additional appraisal and exploration wells in the lease block. 


Our activities in China also have the potential to contribute to our medium-term growth. Sunwing has commenced the development 
phase and has established crude oil production in the Kongnan oilfield in Dagang, Hebei Province. We remain encouraged by the 
results achieved in our pilot phase production program and have commenced the active drilling and development phase of the project. 
In September 2002, Sunwing entered into a 30-year production-sharing contract with PetroChina in the western portion of the Sichuan 
Basin. Under the terms of the agreement, Sunwing will develop natural gas deposits on the 900,000 acre Zitong Block. The first three- 
year exploration phase has begun with seismic activity. For a further description of our E&P projects in the U.S. and China, see “Oil 
and Gas Properties”. 


Our recently signed Stock Purchase and Shareholders’ Agreement with Ensyn Group, Inc. and Ensyn will give us exclusive rights to 
use Ensyn's proprietary crude-oil upgrading process in several key oil producing countries. We believe the Ensyn RTP™ Process 
technology offers excellent potential for commercializing heavy-oil fields throughout the world. See "EOR Projects — Ensyn". 


Our long-term objective is to become a leader in the development and operation of GTL projects. We foresee rapidly increasing future 
demand for clean energy as environmental regulations become more stringent and the world's crude oil becomes more sour and heavy. 
We believe that Syntroleum's proprietary GTL technology holds significant potential for the economic production of synthetic fuels 
and other specialty petroleum products from stranded natural gas deposits throughout the world, which would otherwise be 
uneconomic to exploit. Although there are several competing GTL technologies under development, we believe that the Syntroleum 
technology offers several key advantages. Plant construction is less expensive and the plant is safer to operate because, unlike 
competing technologies, the conversion process utilizes compressed air rather than pure oxygen. 


With our master license to use Syntroleum's proprietary GTL technology, we are currently pursuing opportunities in Qatar, Egypt and 
Bolivia to obtain rights to stranded natural gas deposits to use as feedstock for GTL projects. 


OIL AND GAS PROPERTIES 


Our primary oil and gas properties are located in the San Joaquin Valley area of California, the Midland and East Texas Basins in 
Texas and the Hebei and Sichuan Provinces in China. Set forth below is a description of our material oil and gas properties. 


California 


Over the past six years, we have acquired interests in a number of properties in and around the San Joaquin Basin. To date, only our 
South Midway project contains proved reserves and has wells on production. During the first quarter of 2004, we established initial 
production at the Citrus and Sledge Hamar prospects in the San Joaquin Valley. The commerciality of these two new projects is 
currently under evaluation. We cannot assure you that any of our other prospects in California will result in the development of 
commercially viable production. 


Aera Exploration Agreement 


In 1998, we acquired rights to an exploration agreement with Aera covering an area of more than 250,000 acres in the San Joaquin 
Valley. The Aera exploration agreement gave us access to all of Aera's exploration, seismic and technical data in the region for the 
purpose of identifying drillable exploration prospects within the exclusive area. Using the extensive proprietary seismic and technical 
databases owned by Aera and supplemented by us, we have identified 30 prospects within 12 prospect areas of mutual interest 
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(“AMIs”) covering approximately 76,000 gross acres. Of the 12 prospect AMIs we have submitted, Aera has elected to take a working 
interest in 9 areas, in which we have working interests ranging from 12.5% to 50% and we have a 100% working interest in three 
prospect AMIs in which Aera elected not to participate. We will continue to hold exploration rights to the lands within previously 
designated and accepted prospect AMIs until an exploration well is drilled in that prospect. Once we identify a drillable prospect and 
agree upon working interests with Aera, we have an indefinite time to carry out exploration drilling if Aera elects to participate in the 
prospect. If Aera elects to participate but not to drill the designated prospect, or elects not to participate, we have an additional two 
years to drill the prospect on our own or with other parties. This two-year period will be extended as long as we continue to drill or 
have established production. 


¢ South Midway 


In 2003, we drilled 17 wells in the southern expansion area of South Midway, 15 of which are producing wells. In addition to the 
recent drilling activity, facilities were expanded in 2003 to gather, test and cycle-steam the new production. A steam generator was 
purchased and installed to accelerate the steam stimulation of producing wells and reduce leasing costs. Pending continuation of the 
favorable response to steam, it is anticipated that the second phase of the drilling program in the southern expansion will begin in the 
second quarter of 2004 with the drilling of approximately 12 additional wells. 


By the end of 2003, production averaged 460 net Bopd from 51 producing wells, including 140 Bopd from the southern expansion. 
Cyclic steaming operations are in the early stages and peak production for the project is expected to occur by mid-year 2005. In 
addition to drilling new wells, we are evaluating the potential for production gains that may be achieved by switching to a continuous 
steam application process that could double the recovery expected from the current cyclic application process. We are the operator in 
South Midway Sunset, with a 100% working interest and a 93% net revenue interest. 


¢ Citrus 


The Citrus prospect is located in the southern extension of the currently producing Lost Hills field, which is unrelated to our deep-gas 
prospect at Northwest Lost Hills, 15 miles to the north. We acquired an interest in more than 2,500 potentially productive acres 
offsetting the Lost Hills field, where there has been recent development drilling. We are the operator and own interests ranging 
between 83% and 100% in the prospect leases. 


In December 2003, we completed drilling operations at Citrus #1, our first horizontal well in this prospect. A total horizontal section 
of more than 1,900 feet was drilled at a vertical depth of 7,750 feet in the Antelope Shale formation, an important producing zone to 
adjacent offsetting production wells. This is our first well on the southeastern nose of the Lost Hills Antelope field. The well is 
currently on production and we will consider a second horizontal completion after our evaluation of the current production data. 


¢ Northwest Lost Hills 


The Northwest Lost Hills #1-22 well, operated by Aera, began drilling in August 2001. The well was designed to fully evaluate the 
natural gas and condensate reserve potential of the deep Temblor formation and reach a depth of approximately 20,000 feet. This 
drilling objective was achieved in August 2002 after substantial delays and cost overruns resulting from difficult drilling conditions. 
While drilling the well, we encountered several high-pressure intervals, which indicated the presence of natural gas and decided to set 
casing in preparation for testing. In 2003, the well was temporarily abandoned pending the identification of one or more partners to 
share the costs of the testing program. Temporary abandonment is expected to permit reentering the well at a later date for testing. 
Until it is tested, the well’s commercial potential, if any, cannot be determined. Of the 8,500 gross acres encompassing the Northwest 
Lost Hills prospect, we hold, on average, a 39% working interest. We have a 42% working interest in the Northwest Lost Hills #1-22 
well. If, as and when we identify a partner to fund a test of the well’s commercial potential, our working interest is expected to 
decrease by up to 50%. 


¢ Belgian Anticline 


We drilled the first well in this prospect in 2001 and found the prospective gas sands, but they had been partially depleted by other 
nearby wells. A second well in this prospect is contemplated in late 2004. We have a 40% working interest in this prospect and Aera 


is the operator. 
Other California Prospects 
¢ North South Forty 


In 1999, we entered into an agreement with Prime Natural Resources, LLC ("Prime") to jointly conduct a 3-D seismic survey in the 
southern San Joaquin Valley basin in order to identify new prospects over an area of approximately 80,000 acres. We subsequently 
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entered into an exploration agreement with Prime and Aera in which we agreed to pool certain of our acreage positions in the basin to 
share the costs of carrying out the 3-D seismic program and to broaden our respective interests in the area. The agreement with Prime 
and Aera expired in June 2003. Any acreage contributed by the parties for which no drillable prospects had been identified has either 
reverted back to the contributing party or the leases have been allowed to expire. We currently have working interests from 17.5% to 
50% in approximately 19,600 gross acres. 


Based on the results of the 3-D seismic interpretation, we plan to drill three wells in the first half of 2004 with Prime. Our working 
interests in these wells will be 50%. 


e Sledge Hamar 


In November 2003, we farmed into the Sledge Hamar prospect, which is located in a 900-acre block at the southern extension of the 
South Belridge Field. The operator Nahabedian Exploration Group (“NEG”) drilled the first well, Sledge Hamar 1-7, in December 
2003. The well reached a total depth of 5,704 feet and encountered strong shows of oil and gas in several intervals of the Stevens sand, 
which is a major oil-producing formation in the San Joaquin Valley. The well is currently on production and plans to appraise this new 
pool discovery are under consideration for later in 2004. We hold a 40% working interest in the prospect. 


¢ Knights Landing 


In February 2004, we farmed into the Knights Landing project, which is a 14,000-acre block located in the Sutter and Yolo counties, 
in northern California, operated by NEG. Under this exploration and development farm-in agreement, we purchased, for $1.0 million, 
a 50% interest in four recent discoveries by NEG in the contract area and agreed to fund, for $0.6 million, gas gathering, surface 
treatment facilities and meters to connect the four wells to an existing pipeline system. The agreement also provides for us to 
participate, at our election, in drilling additional exploration wells in the lease block. The primary objective of this development and 
exploration program is the Starkey Sand formation, which is an established producing reservoir in the region that lies between depths 
of 2,000 and 3,500 feet. After payout, we will hold a 50% working interest in the project. 


Texas 
¢ Spraberry 


This producing property is located on 2,500 gross acres in the Spraberry Trend of the West Texas Permian Basin in Midland County, 
Texas, which we acquired in 2002 through a farm-in from Discovery. After selling a portion of our working interests in 2002 for 
approximately $3 million, we retain working interests ranging from of 31% to 48% in 25 wells which are currently producing 
approximately 100 net Boe/d. Discovery is the operator. 


¢ East Texas 


During 2000 and 2001, we acquired mineral rights in approximately 49,000 gross acres in East Texas under a joint venture with 
Unocal. Unocal, as operator of the joint venture, was to fund the drilling costs for the first several exploration wells to offset the $10.1 
million in leasehold, seismic and processing costs we incurred to acquire the mineral rights. After our respective investments in the 
joint venture have been equalized, we are to share exploration, development and infrastructure costs equally. 


Unocal subsequently drilled three wells on the Creslenn Ranch and Lone Star prospects at a cost of $8.5 million. During drilling, 
indications of natural gas were encountered from multiple pay sands such as the Bossier, Cotton Valley and Pettit but no commercial 
levels of production were established. As a result, Unocal elected to defer any further activity under the joint venture and we have 
been seeking other parties to join and fund drilling and workover activities on this acreage. 


In 2003, we farmed out our interests in two wells drilled by Unocal in the Creslenn Ranch prospect to Perryman Exploration Partners 
(“Perryman’’) to test the shallower zones in the wells. A successful gas recompletion was made in the first well in July 2003 from the 
Pettit limestone. At the end of 2003, the well was flowing at a rate of 400 gross Mcf per day. Perryman has recompleted the second 
Creslenn Ranch well to test the Pettit zone and recovered oil, gas and water. Perryman is considering further testing of this zone or 
testing a shallower zone to establish commercial production in this well. Ivanhoe will retain a 30% working interest after payout in 
these wells and a 50% working interest in the remaining acreage. 


In 2003, we farmed out our interest in the third well drilled by Unocal in the Lone Star prospect to Kraker Martin Energy LLC 
(“Kraker”). Kraker recompleted the well in the Cotton Valley sandstone formation and testing was completed with no commercial 
production established. We retain a 12 % percent working interest in the well, which will increase to 25% after payout. 


In November 2003, we farmed out our interest in the Catfish Creek prospect to Perryman. Perryman is required to drill an 11,000 foot 
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well in the second quarter of 2004 to test the Rodessa and Pettit formations. We will retain a 25% working interest after payout in this 
prospect and surrounding acreage. 


We currently own mineral rights in approximately 33,200 gross acres in East Texas but do not plan to renew leases as they expire 
except in the Creslenn Ranch, Catfish Creek and Malakof prospects which combined contain approximately 15,200 gross acres. We 
plan to drill an exploration well in the Malakoff prospect in 2004. 


China 
We hold interests in China through our wholly-owned subsidiary Sunwing Energy Ltd. 
* Dagang Project 


Sunwing’s producing property in China is a 30-year production-sharing contract with CNPC, covering an area of 22,400 gross acres 
divided into six blocks in the Kongnan oilfield in Dagang, Hebei Province, China (the "Dagang Project"). Under the contract we 
operate the project and fund 100% of the development costs to earn 82% of the net revenue from oil production until cost recovery, at 
which time our entitlement reverts to 49%. 


The contract stipulates that we have the right to market our oil domestically or export it, sell our product in U.S. dollars and receive 
world market prices for our product. We are currently selling our crude oil to CNPC at a three-month rolling average price of Cinta 
crude oil, which over the past three years has averaged approximately $2.00 per barrel less than the West Texas Intermediate ("WTI") 
price. Cinta is an Indonesian crude that is traded daily on the international oil market. 


All petroleum producers in China pay a value added tax of 5% on oil production. We pay no royalty until annual gross production of 
crude oil from a particular block within the Dagang Project exceeds 500,000 tonnes per annum. Royalties then become payable at a 
rate of 2% and increase incrementally as the rate of production increases to a maximum of 12.5% once annual gross production on a 
block exceeds four million tonnes. Our entire interest in the Dagang Project will revert to CNPC at the end of the 20-year production 
phase of the contract or if we abandon the project earlier. 


During 2001, we completed the pilot phase and in 2002 submitted the final draft of an Overall Development Program (“ODP”) to 
Chinese regulatory authorities for approval. Final Government approval was obtained in April 2003, after which the development 
phase commenced. The current development program is expected to cost approximately $198 million over a three-year period and is 
expected to involve drilling 115 new wells and reworking an additional 28 of the 82 existing wells. 


In January 2004, we signed a farm-out agreement with Richfirst Holdings Limited (“Richfirst’”), a wholly-owned subsidiary of CITIC, 
whereby Richfirst will acquire a 40% working interest in the Dagang project in consideration for an up-front payment of $20 million. 
The transaction is subject to approval from CNPC and relevant Chinese Government Authorities, which is expected in the first quarter 
of 2004. Richfirst will have the right to exchange its working interest in the Dagang project for common shares in Sunwing, should we 
obtain a public listing for Sunwing, or for common shares in Ivanhoe. CITIC also has committed to assist in arranging non-recourse 
project financing for the remainder of the Dagang development program. 


¢ Sichuan Basin 


In February 2001, we signed two memoranda of understanding with PetroChina. These memoranda gave us the exclusive right to 
negotiate production-sharing contracts for three land blocks in the Sichuan province. We agreed with PetroChina to carry out joint 
feasibility studies on the Zitongxi, Zitongdong and Yudong blocks. These blocks, located in the Sichuan Basin, approximately 930 
miles southwest of Beijing cover an area of approximately 2.2 million acres. PetroChina has drilled 39 wells on the three blocks, with 
twenty-six of these wells having been classified as gas wells. PetroChina has production tested 8 of the estimated 38 hydrocarbon 
bearing structures located on the three blocks. In September 2002, we signed a production-sharing contract (“the Zitong Contract”), 
with PetroChina covering both the Zitongxi and Zitongdong blocks. The contract received final Chinese regulatory approval in 


November 2002. 


Under the Zitong Contract, Sunwing has agreed to conduct an exploration program on the Zitong block consisting of two phases, each 
three years in length. The parties will jointly participate in the development and production of any commercially viable deposits, with 
production rights limited to a maximum of the lesser of 30 years following the date of the Zitong Contract or 20 years of continuous 


production. 


During the first phase of exploration, Sunwing must complete a minimum work program consisting of reprocessing 2,000 kilometers 
of seismic data, completing 500 additional kilometers of new seismic lines and drilling and completing two wells totaling at least 
7,000 meters, with estimated minimum expenditures for the program of at least $18 million. Upon completion of the first phase, 


e 


Sunwing must relinquish up to 30% of the Zitong block. During 2003, we reprocessed 2,500 kilometers of existing seismic data and 
commenced contract negotiations for just over 1,000 kilometers of new 2-D seismic. The contract was signed in January 2004 and 
fieldwork commenced at that time. 


During phase two, Sunwing must complete a minimum work program consisting of new seismic lines totaling 350 kilometers and drill 
and complete two additional wells totaling 7,000 meters, with estimated minimum expenditures for the program of at least $16 
million. Following the completion of phase two, Sunwing must relinquish all of the property except any areas identified for 
development and production. 


Sunwing can elect to commence the development of commercially viable deposits at any time following the submission of an ODP. 
Once Sunwing completes phase one of the exploration project, Sunwing can also elect not to proceed with phase two of the 
exploration project. However, once Sunwing commences a phase of the exploration project it must complete the minimum work 
program or else it will be obligated to pay, to PetroChina, the cash equivalent of the deficiency in the work program for that 
exploration phase. 


If Sunwing identifies a field for development and/or production, the parties will divide the participating interest in the project, with 
PetroChina entitled to fund and take up to 51% of the participating interest and Sunwing funding and taking the balance. 


Once commercial production commences, Sunwing will recover annual exploration, development and operating costs from up to 60% 
of gross oil production and 70% of gross natural gas production. After annual cost recovery, Sunwing is entitled to production 
equaling its participating interest, subject to certain additional rights of the Chinese government. Assuming Sunwing holds a 49% 
participating interest, Sunwing will be entitled to approximately 75% of production initially, declining to approximately 45% after full 
exploration and development cost recovery. 


PetroChina retains the rights to production from six existing wells located on the Zitong Block. Sunwing can drill new wells on the 
same structure as those tapped by the existing wells, but Sunwing’s wells must be no closer than 1,000 meters from the existing wells. 


In 2003, we established an office in Chengdu, the capital of Sichuan. We have also completed our feasibility study obligations for the 
Yudong block and submitted a report to PetroChina in April 2002. In September 2002, we submitted a letter of intent to negotiate a 
production-sharing contract and our work plan for the Yudong block, and are currently awaiting PetroChina’s reply. 


¢ CITIC Alliance 


In October 2002, Sunwing entered into an agreement with CITIC Energy Ltd (“CITIC Energy”) to form a strategic alliance to seek out 
and develop oil and gas projects in China and around the world. CITIC Energy is a subsidiary of CITIC, a major Chinese state-owned 
enterprise that holds interests in a wide range of industries. 


Under the terms of the agreement, CITIC Energy will assist Sunwing in raising its profile in Asian capital markets and gaining access 
to future financing opportunities. CITIC Energy will also support Sunwing in its plan to obtain a listing for its shares on the Stock 
Exchange of Hong Kong. 


Sunwing is expected to assist CITIC Energy in identifying and acquiring interests in international oil and gas development projects 
and in introducing GTL and other advanced energy-sector technologies to China’s domestic oil and gas industry. We hold a master 
license to Syntroleum’s proprietary GTL process, the geographical scope of which includes China. 


CITIC Energy has also agreed to assist Sunwing in its efforts to negotiate a production-sharing contract with PetroChina covering the 
Yudong block in Sichuan Province. Should a production-sharing contract for the Yudong block be obtained, Sunwing and CITIC 
Energy will jointly participate in the development of the project on a 70/30 basis. Within 180 days thereafter, either party can elect to 
convert CITIC Energy’s 30% participating interest in the project into a 20% equity interest in Sunwing. CITIC Energy has the right to 
appoint a representative to Sunwing’s board of directors and will be entitled to appoint a second representative if, as and when it 
acquires a 20% equity interest in Sunwing. 


In April 2003, we entered into a further agreement with CITIC Energy that enables both companies to form a global strategic alliance 
to investigate, explore and develop oil, natural gas, metallurgical coal, liquefied natural gas and GTL projects in China and around the 
world, to help supply China’s future energy requirements. The new agreement builds upon the initial partnership formed between the 
two companies in October 2002 and follows discussions both between the two companies and with asset owners of potential projects 
in China and in other parts of the world. 
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° Daging Project 


In 2002, we sold our Daqing project and retained an overriding royalty interest of 4% before cost recovery and 2% thereafter. During 
2003, the operator undertook further development of the field increasing our royalty revenues from $0.1 million in 2002 to $0.4 
million in 2003. 


EOR PROJECTS 
Ensyn 


In January 2004, we signed a Stock Purchase and Shareholders’ Agreement with Ensyn Group, Inc. and Ensyn pursuant to which we 
acquired a 10% equity interest in Ensyn and exclusive rights to use the proprietary Ensyn RTP™ Process in several key international 
markets. We have agreed to pay Ensyn $2.0 million and to grant Ensyn the right to acquire an equity interest in each international oil 
development project in which we use the Ensyn RTP™ Process. The purchase price will be paid in four installments and completion 
of the acquisition is subject to the attainment of specific milestones: (1) upon signing the heads of agreement, (2) upon signing the 
Stock Purchase and Shareholders’ Agreement, (3) upon Ensyn delivering a commercial demonstration facility to California and (4) 
upon confirmation of the economic viability of the Ensyn RTP™ Process from the commercial demonstration facility. 


The Ensyn RTP™ Process upgrades the quality of heavy oil by producing lighter, more valuable crude oil. Ensyn reports that this 
process yields up to a three-fold economic improvement in heavy-oil projects. The heaviest hydrocarbon fraction is consumed as fuel 
to generate the steam used to enhance recovery of heavy crude. This lowers costs by reducing or eliminating the need to purchase 
high-priced natural gas for steam generation and improves revenue since the higher quality light-crude fraction can be sold at higher 
prices. The lighter crude has improved viscosity that permits more efficient pumping through pipeline networks and significantly 
reduces transportation costs to marketing points. The Ensyn RTP™ Process uses readily available plant and process components. The 
technology already has been successfully applied to continuous wood/biomass processing, with several commercial plants in operation 
in Canada and the U.S. An Ensyn pilot plant in Ontario, Canada, has completed more than 90 test runs on heavy oil. 


We will have exclusive rights to use the Ensyn RTP™ Process in China, Mongolia, Irag, Oman and all countries in South America 
except Venezuela. In these countries, our rights will be exclusive for an initial term of five years subject to extension if and when 
commercial applications develop. We will have non-exclusive rights to the process in other countries. 


For each project we develop using the Ensyn RTP™ Process, Ensyn may elect to receive a royalty or an equity participation in the 
project of no more than 10%, except for each such project that we develop in South America, other than in Venezuela and Peru, where 
Ensyn may elect to receive an equity interest equal to 25% of our interest. 


In June 2003, both companies entered into a contract to evaluate the Ensyn RTP™ Process on heavy crude oil produced from our 
South Midway field, in a 250-barrel-per-day commercial demonstration facility now being built by Ensyn in the San Joaquin Valley, 
California. 


Wyoming 
¢ LAK Ranch 


In January 2004, we signed farm-in and joint operating agreements with Derek for the joint development of the LAK Ranch field, a 
thermal recovery/horizontal well oil project in Weston County, Wyoming. The LAK Ranch field covers approximately 7,500 acres in 
Wyoming's Powder River basin. 


Under the terms of the joint operating agreement, we will be the operator of the project and will earn an initial 30% working interest 
by financing the capital cost of the pilot phase. Following the pilot phase, we will have the option to increase our working interest to 
60% by providing additional capital toward the initial development phase for a total of $5.0 million, including the amounts spent on 
the pilot phase. Thereafter, all future capital expenditures are to be shared on a working-interest basis. Should we elect not to proceed 
beyond the pilot phase our working interest will be reduced to 15% and Derek will become the operator. 


To date, Derek has completed a steam-assisted-gravity-drainage well pair to a depth of 1,000 feet and 1,800 feet horizontally into the 
Newcastle Sand formation. Surface steam-injection and oil-recovery equipment are in place. Extensive testing indicates that because 
of the viscosity of the oil, production can be expected to respond favorably to the application of continuous heat through steam 
injection. Surface preparations for the pilot phase are underway and steaming operations are expected to begin before the end of the 
first quarter of 2004. Initially, steam will be injected into the existing horizontal well and production is expected to commence shortly 
thereafter. By the fourth quarter of 2004, five vertical steam-injection wells are expected to be drilled, providing continuous steam 
application to the reservoir and increasing production volumes from the horizontal production well. We also plan a high-resolution 
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3-D seismic data acquisition program to further identify the limits of the field. 


Assuming a successful pilot phase, the initial development phase is expected to include additional horizontal production wells, new 
steam-injection wells (vertical or horizontal) and expansion of surface facilities. We estimate that the initial development phase could 
grow to more than 20 wells. 


GAS-TO-LIQUIDS PROJECTS 
Syntroleum License 


We hold a non-exclusive master license entitling us to use Syntroleum's proprietary GTL process in an unlimited number of projects 
with no limit on production volume. In June 2003, we gave up our rights for license fee credits for the $10.0 million we paid for the 
master license and $2.0 million we invested in Syntroleum’s Sweetwater project. In consideration, Syntroleum removed certain 
territorial restrictions to our master license, which will enable us to pursue GTL project opportunities worldwide, particularly in 
China. Syntroleum has also agreed that, in respect of GTL projects in which both companies participate, no additional license fees or 
royalties will be payable and that Syntroleum will also contribute to any such project the right to manufacture specialty and lubricant 
products. Both companies have the right to pursue GTL projects independently, but we would be required to pay the normal license 
fees and royalties in such projects. 


Syntroleum Process 


Syntroleum's proprietary GTL process is designed to catalytically convert natural gas into synthetic liquid hydrocarbons. This patented 
process uses compressed air, steam and natural gas as initial components to the catalyst process. As a result, this process (the 
"Syntroleum Process") substantially reduces the capital and operating cost and the minimum economic size of a GTL plant as 
compared to the other oxygen-based GTL technologies. 


Syntroleum developed its GTL technology based on a process developed in Germany in the 1920s for the gasification of coal into oil, 
called the Fischer-Tropsch reaction. Syntroleum has applied its principles to the conversion of natural gas to synthetic liquid 
hydrocarbons. Syntroleum believes that it holds a competitive advantage over other GTL technologies because the Syntroleum 
Process uses air when converting natural gas into synthetic hydrocarbons. Competitor GTL processes use either steam reforming or a 
combination of steam reforming and partial oxidation with pure oxygen. A steam reformer and an air separation plant necessary for 
oxidation are expensive and hazardous and increase operating costs. 


From our perspective, the attraction of the Syntroleum Process lies in the commercialization of stranded natural gas. Such gas exists in 
discovered and known reservoirs, but requires innovative gas processing to produce products that can be marketed on an economic 
basis. Operators consider natural gas to be stranded based on the relative size of the fields and their remoteness from comparable sized 
markets. 


GTL Prospects 


During 2001, we undertook detailed project feasibility studies for the construction, operation and cost of GTL plants in both Qatar and 
Egypt. The scope of our proposed project in Qatar included the development of natural gas from the North Field, transporting that gas 
to shore, extracting the associated liquids in a natural gas liquids (“NGL”) plant, moving the “dry” gas though the GTL facility to 
create diesel and naphtha and storing and offloading the products for shipment throughout the world. In May 2003, advanced 
negotiations with Qatar Petroleum and the Qatari government to construct and operate such a facility terminated without an agreement 
being reached. In the quarter ended June 30, 2003, we wrote down $3.3 million of our GTL investments for expenditures incurred in 
connection with these negotiations. 


The feasibility studies we have undertaken for Egypt contemplate the natural gas feedstock being purchased, rather than developed. A 
preliminary feasibility study for a 45,000 barrels per day fuels, specialty products and lubricants GTL plant in Egypt was completed 
and presented to the government of Egypt and its agencies responsible for the development and monetization of its natural gas 
reserves. We await the approval of our scope of work for a commercialization study and the finalization of a heads of agreement 
authorizing the commercialization study and setting aside sufficient natural gas reserves for a 45,000 barrels per day GTL plant. 


We have conducted marketing and transportation feasibility studies for both Europe and Asia Pacific regions in which we identified 
potential markets and estimated premiums for GTL diesel and GTL naphtha. Based on our ongoing commercialization studies and the 
growing demand for cleaner sources of energy in Japan, we incorporated GTLJ to facilitate the potential future participation by 
Japanese companies in GTL projects. Should we be successful in obtaining the rights to develop such projects, we intend to assign up 
to 5% of our interest to GTLJ. We would then invite Japanese companies from the refining and distribution, exploration and 
production, and trading and manufacturing industry sectors to invest in GTLJ. The proceeds raised would be used to fund a portion of 


ie 


project costs, including front-end engineering and design. 


In July 2003, we signed an agreement with Repsol-YPF Bolivia S.A. (“Repsol”) and Syntroleum that brings us into a study to build a 
90,000-barrel-per-day GTL plant in southern Bolivia. The commercialization study includes an analysis of alternative plant sites, 
transportation logistics and screening economics conducted by representatives from Ivanhoe, Repsol and Syntroleum. The initial 
phase of the commercialization study is expected to be completed in the first quarter of 2004 at which time the decision is expected to 
be made whether or not to proceed to the final phase of the commercialization study. Upon determination that the project is 
economically feasible and meets financing requirements, the three parties are expected to enter into discussions regarding a joint- 
venture agreement prior to undertaking definitive engineering and design work. 


RISK FACTORS 


We are subject to a number of risks due to the nature of the industry in which we operate, the present state of development of our 
business and the foreign jurisdictions in which we carry on business. The following factors contain certain forward-looking statements 
involving risks and uncertainties. Our actual results may differ materially from the results anticipated in these forward-looking 
statements. 


We have a history of losses and must generate greater revenue to achieve profitability. 


We commenced operations in 1997 and have been involved in three start-up situations in Russia, China and the U.S. Like most start- 
up companies we have incurred losses during our start-up activities. Our current cash flows alone are insufficient to fund our medium 
and long-term business plans, necessitating further growth and funding for implementation. We may be unable to achieve the needed 
growth to obtain profitability and may fail to obtain the funding that we need when it is required. 


We are not able to guarantee the successful commercial development of our licensed "gas-to-liquids" technology. 


To date, no commercial-scale GTL plants have been constructed using the proprietary GTL process we license from Syntroleum and, 
therefore, the process has not been proven on a commercial scale. Other developers of GTL technology have significantly more 
financial resources than Ivanhoe and may be able to use this to obtain a competitive advantage. 


We may not be able to conclude a GTL development and production-sharing contract. 


We were unsuccessful in concluding a GTL development and production-sharing contract in Qatar and we can give no assurances as 
to when or if we will be able to conclude such contracts in Egypt, Bolivia or other countries where we are now, or will be, exploring 
GTL project opportunities. 


Conflict in the Middle East may hamper our GTL project objectives. 


Ongoing tensions and conflict in the Middle East could harm our business in the short to medium term by making it difficult or 
impossible to continue our pursuit of GTL projects in the region or to obtain financing for projects we do succeed in obtaining. It is 
impossible to predict the occurrence of such events, how long they will last, the economic consequences of the conflict for the energy 
industry, regionally and globally, and how our business might be affected over the longer term. 


Crude oil and natural gas prices are volatile. 


Fluctuations in the prices of oil and natural gas will affect many aspects of our business, including our revenues, cash flows and 
earnings; our ability to attract capital to finance our operations; our cost of capital; the amount we are able to borrow and the value of 


our oil and natural gas properties. 


Both oil and natural gas prices are extremely volatile. Oil prices are determined by international supply and demand. Political 
developments, compliance or non-compliance with self-imposed quotas, or agreements between members of the OPEC can affect 
world oil supply and prices. Any material decline in prices could result in a reduction of our net production revenue and overall value. 
The economics of producing from some wells could change as a result of lower prices. As a result, we could elect not to produce from 
certain wells. Any material decline in prices could also result in a reduction in our oil and natural gas acquisition and development 


activities. 


In addition, a material decline in oil and natural gas prices from historical average prices could adversely affect our ability to borrow 
and to obtain additional capital on attractive terms. 


Volatile oil and natural gas prices make it difficult to estimate the value of producing properties for acquisition and often cause 
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disruption in the market for oil and natural gas producing properties, as buyers and sellers have difficulty agreeing on such value. 
Price volatility also makes it difficult to budget for and project the return on acquisitions and development and exploration projects. 


Government regulations in foreign countries may limit our activities and harm our business operations. 


In addition to our interest in our China projects, we may enter into contractual arrangements to acquire oil and gas properties in other 
foreign jurisdictions with governments, governmental agencies or government-owned entities. The foreign legal framework for these 
agreements, particularly in developing countries, is often based on recent political and economic reforms and newly enacted 
legislation, which may not be consistent with long-standing local conventions and customs. As a result, there may be ambiguities, 
inconsistencies and anomalies in the agreements or the legislation upon which they are based which are atypical of more developed 
western legal systems and which may affect the interpretation and enforcement of our rights and obligations and those of our foreign 
partners. Local institutions and bureaucracies responsible for administering foreign laws may lack a proper understanding of the laws 
or the experience necessary to apply them in a modern business context. Foreign laws may be applied in an inconsistent, arbitrary and 
unfair manner and legal remedies may be uncertain, delayed or unavailable. 


We may not be successful in negotiating additional production sharing contracts in China. 


We hold our interests in China through two production-sharing contracts with CNPC for the Dagang and Zitong blocks. We also have 
a memorandum of understanding with PetroChina indicating a mutual intention to negotiate an additional production-sharing contract 
in the Sichuan basin. We cannot assure you, based on our existing memorandum of understanding with PetroChina, that we will 
successfully negotiate additional production-sharing contracts. It is possible that disputes between us could arise in the future, which 
must be resolved under foreign law. We cannot be sure that we can enforce our legal rights in foreign countries or that an effective 
legal remedy will be available to us in any dispute governed by foreign law. 


We might not be successful in acquiring and developing new prospects and our exploration and development properties may not 
contain any significant proved reserves. 


Our future exploration and development success depends upon our ability to find, develop and acquire additional economically 
recoverable oil and natural gas reserves. The successful acquisition and development of oil and gas properties requires proper 
forecasting of recoverable reserves, oil and gas prices and operating costs, potential environmental and other liabilities and 
productivity of new wells drilled. 


Estimates of cost to explore, develop and produce are assessments and are inexact. As a result, we might not recover the purchase 
price of a property from the sale of production from the property, or might not recognize an acceptable return from properties we 
acquire. Our estimates of exploration, development and production costs can be affected by such factors as permitting regulations and 
requirements, weather, environmental factors, unforeseen technical difficulties and unusual or unexpected formations, pressures and 
work interruptions. 


Exploration and development involves significant risks. Few wells, which are drilled, are developed into commercially producing 
fields. Substantial expenditures may be required to establish the existence of proved reserves, and we cannot assure you commercial 
quantities of oil and gas deposits will be discovered sufficient to enable us to recover our exploration and development costs or be 
sufficient to sustain our business. 


Expansion of our operations will require significant capital expenditures for which we may be unable to provide sufficient 
financing. Our need for additional capital may harm our financial condition. 


We will be required to make substantial capital expenditures far beyond our existing capital resources to develop a GTL project, 
exploit our existing reserves and to discover new oil and gas reserves. Historically, we have relied, and continue to rely, on external 
sources of financing to meet our capital requirements to continue acquiring, exploring and developing oil and gas properties and to 
otherwise implement our corporate development and investment strategies. We have, in the past, relied upon equity capital as our 
principal source of funding. We plan to obtain the future funding we will need through debt and equity markets, but we cannot assure 
you that we will be able to obtain additional funding when it is required and whether it will be available on commercially acceptable 
terms. We also make offers to acquire oil and gas properties in the ordinary course of our business. If these offers are accepted, our 
capital needs may increase substantially. If we fail to obtain the funding that we need when it is required, we may have to forego or 
delay potentially valuable opportunities to acquire new oil and gas properties or default on existing funding commitments to third 


parties and forfeit or dilute our rights in existing oil and gas property interests. Our limited operating history may make it difficult to 
obtain future financing. 
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You should not unduly rely on reserve information because reserve information represents estimates. 


Reserve estimates involve a great deal of uncertainty, because they depend in large part upon the reliability of available geologic and 
engineering data, which is inherently imprecise. Geologic and engineering data are used to determine the probability that a reservoir of 
oil and natural gas exists at a particular location, and whether oil and natural gas are recoverable from a reservoir. Recoverability is 
ultimately subject to the accuracy of data including, but not limited to geological characteristics of the reservoir structure, reservoir 
fluid properties, the size and boundaries of the drainage area and reservoir pressure and the anticipated rate of pressure depletion. 


The evaluation of these and other factors is based upon available seismic data, computer modeling, well tests and information obtained 
from production of oil and natural gas from adjacent or similar properties, but the probability of the existence and recoverability of 
reserves is less than 100% and actual recoveries of proved reserves usually differ from estimates. 


Reserve estimates also require numerous assumptions relating to operating conditions and economic factors, including, among others 
the price at which recovered oil and natural gas can be sold, the costs of recovery, prevailing environmental conditions associated with 
drilling and production sites, availability of enhanced recovery techniques, ability to transport oil and natural gas to markets and 
governmental and other regulatory factors, such as taxes and environmental laws. 


A negative change in any one or more of these factors could result in quantities of oil and natural gas previously estimated as proved 
reserves becoming uneconomic. For example, a decline in the market price of oil or natural gas to an amount that is less than the cost 
of recovery of such oil and natural gas in a particular location could make production thereof commercially impracticable. The risk 
that a decline in price could have that effect is magnified in the case of reserves requiring sophisticated or expensive production 
enhancement technology and equipment, such as some types of heavy oil. Each of these factors, by having an impact on the cost of 
recovery and the rate of production, will also affect the present value of future net cash flows from estimated reserves. 


In addition, estimates of reserves and future net cash flows expected from them prepared by different independent engineers, or by the 
same engineers at different times, may vary substantially. 


Information in this document regarding our future plans reflects our current intent and is subject to change. 


We describe our current exploration and development plans in this document. Whether we ultimately implement our plans will depend 
on availability and cost of capital; receipt of additional seismic data or reprocessed existing data; current and projected oil or gas 
prices; costs and availability of drilling rigs and other equipment, supplies and personnel; success or failure of activities in similar 
areas; changes in estimates of project completion costs; our ability to attract other industry partners to acquire a portion of the working 
interest to reduce costs and exposure to risks and decisions of our joint working interest owners. 


We will continue to gather data about our projects and it is possible that additional information will cause us to alter our schedule or 
determine that a project should not be pursued at all. You should understand that our plans regarding our projects might change. 


Our business may be harmed if we are unable to retain our licenses, leases and working interests in licenses and leases. 


Some of our properties are held under licenses and leases and working interests in licenses and leases. If we, or the holder of the 
license or lease, fail to meet the specific requirements of each license or lease, the license or lease may terminate or expire. We cannot 
assure you that any of the obligations required to maintain each license or lease will be met. The termination or expiration of our 
licenses or leases or our working interest relating to a license or lease may harm our business. Some of our property interests will 
terminate unless we fulfill certain obligations under the terms of our agreements related to such properties. If we are unable to satisfy 
these conditions on a timely basis, we may lose our rights in these properties. The termination of our interests in these properties may 


harm our business. 
Complying with environmental and other government regulations could be costly and could negatively impact our production. 


Our operations are governed by numerous laws and regulations at various levels of government in the countries in which we operate. 
These laws and regulations govern the operation and maintenance of our facilities, the discharge of materials into the environment and 
other environmental protection issues. The laws and regulations may, among other potential consequences, require that we acquire 
permits before commencing drilling; restrict the substances that can be released into the environment with drilling and production 
activities; limit or prohibit drilling activities on protected areas such as wetlands or wilderness areas; require that reclamation 
measures be taken to prevent pollution from former operations; require remedial measures to mitigate pollution from former 
operations, such as plugging abandoned wells and remediating contaminated soil and groundwater and require remedial measures be 
taken with respect to property designated as a contaminated site, for which we are a responsible person. 


Under these laws and regulations, we could be liable for personal injury, clean-up costs and other environmental and property 
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damages, as well as administrative, civil and criminal penalties. We maintain limited insurance coverage for sudden and accidental 
environmental damages as well as environmental damage that occurs over time. However, we do not believe that insurance coverage 
for the full potential liability of environmental damages is available at a reasonable cost. Accordingly, we could be liable, or could be 
required to cease production on properties, if environmental damage occurs. 


The costs of complying with environmental laws and regulations in the future may harm our business. Furthermore, future changes in 
environmental laws and regulations could occur that result in stricter standards and enforcement, larger fines and liability, and 
increased capital expenditures and operating costs, any of which could have a material adverse effect on our financial condition or 
results of operations. 


We compete for oil and gas properties with many other exploration and development companies throughout the world who have 
access to greater resources. 


We operate in a highly competitive environment in which we compete with other exploration and development companies to acquire a 
limited number of prospective oil and gas properties. Many of our competitors are much larger than we are and, as a result, may enjoy 
a competitive advantage in accessing financial, technical and human resources. They may be able to pay more for productive oil and 
gas properties and exploratory prospects and to define, evaluate, bid for and purchase a greater number of properties and prospects 
than our financial, technical and human resources permit. 


Our share ownership is highly concentrated and, as a result, our principal shareholder effectively controls our business. 


Our largest shareholder, Robert M. Friedland, owns approximately 29% of our common stock and effectively controls our Board of 
Directors and determines our policies, business and affairs and the outcome of any corporate transaction or other matter, including 
mergers, consolidations and the sale of all or substantially all of our assets. 


In addition, the concentration of our ownership may have the effect of delaying, deterring or preventing a change in control that 
otherwise could result in a premium in the price of our common stock. 


If we lose our key management and technical personnel, our business may suffer. 


We rely upon a relatively small group of key management and technical personnel. Messrs. David Martin, E. Leon Daniel and John 
Carver, in particular, have extensive experience in oil and gas operations throughout the world. We do not maintain any key man 
insurance. We do not have employment agreements with certain of our key management and technical personnel and we cannot assure 
you that these individuals will remain with us in the future. An unexpected partial or total loss of their services would harm our 
business. 


COMPETITION 


The oil and gas industry is highly competitive. Our position in the oil and gas industry, which includes the search for and development 
of new sources of supply, is particularly competitive. Our competitors include major, intermediate and junior oil and natural gas 
companies and other individual producers and operators, many of which have substantially greater financial and human resources and 
more developed and extensive infrastructure than we do. Our larger competitors, by reason of their size and relative financial strength, 
can more easily access capital markets than we can and may enjoy a competitive advantage in the recruitment of qualified personnel. 
They may be able to absorb the burden of any changes in laws and regulations in the jurisdictions in which we do business more easily 
than we can, adversely affecting our competitive position. Our competitors may be able to pay more for productive oil and natural gas 
properties and may be able to define, evaluate, bid for, and purchase a greater number of properties and prospects than we can. 
Further, these companies may enjoy technological advantages and may be able to implement new technologies more rapidly than we 
can. Our ability to acquire additional properties in the future will depend upon our ability to conduct efficient operations, to evaluate 
and select suitable properties, implement advanced technologies, and to consummate transactions in a highly competitive 
environment. The oil and gas industry also competes with other industries in supplying energy, fuel and other needs of consumers. See 
"Risk Factors". 


ENVIRONMENTAL REGULATIONS 


Both our oil and gas and GTL operations are subject to various levels of government laws and regulations relating to the protection of 
the environment in the countries in which they operate. See “Risk Factors”. We believe that our operations comply in all material 
respects with applicable environmental laws. 


In the U.S., environmental laws and regulations, implemented principally by the Environmental Protection Agency, Department of 
Transportation and the Department of the Interior and comparable state agencies, govern the management of hazardous waste, the 
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discharge of pollutants into the air and into surface and underground waters and the construction of new discharge sources, the 
manufacture, sale and disposal of chemical substances, and surface and underground mining. These laws and regulations generally 
provide for civil and criminal penalties and fines, as well as injunctive and remedial relief. 


In China, environmental regulation does not exist on a national level. Individual projects are monitored by the state and the standard of 
environmental regulation depends on each case. 


GOVERNMENT REGULATIONS 


Our business is subject to certain U.S. and Chinese federal, state and local laws and regulations relating to the exploration for, and 
development, production and marketing of, crude oil and natural gas, as well as environmental and safety matters. In addition, the 
Chinese government regulates various aspects of foreign company operations in China. Such laws and regulations have generally 
become more stringent in recent years in the U.S., often imposing greater liability on a larger number of potentially responsible 
parties. It is not unreasonable to expect that the same trend will be encountered in China. Because the requirements imposed by such 
laws and regulations are frequently changed, we are not able to predict the ultimate cost of compliance. 


EMPLOYEES 
At December 31, 2003 we had 103 employees. None of our employees are unionized. 
RESERVES, PRODUCTION AND RELATED INFORMATION 


See the “Supplementary Disclosures About Oil and Gas Production Activities” which follows the notes to our financial statements set 
forth in Item 8 in this Annual Report for information with respect to our oil and gas producing activities. We have not filed with or 
included in reports to any other U.S. federal authority or agency, any estimates of total proved crude oil or natural gas reserves since 
the beginning of the last fiscal year. 


The following tables set forth, for each of the last three fiscal years, our average sales prices and average operating costs per unit of 
production. Average operating costs include lifting costs and production taxes, but exclude allocated head office engineering support 
costs, depreciation, depletion and amortization, royalties, income taxes, interest, selling and administrative expenses. 


Average Sales Price Average Operating Costs 
2003 2002 2001 2003 2002 2001 
Crude Oil and Natural Gas ($/Boe) 
OES a eccrine MONT Sacre tee Sen Onc eaae, PAM eR eR a cA Soe svc ccd Tae eeer Sy PRETCRESS $25.69 $22.43 $21.93 $7.65 $6.76 $ 7.28 
(CURIE soca cate eh, Ooo Rc thes Sree Re eared SER Ia Brrt NEAR SNe RRS: ARE, SEITEN TS $28.41 $22.30 $24.42 $9.31 $6.49 $10.50 


The following tables set forth the number of commercially productive wells (both producing wells and wells capable of production) in 
which we held a working interest at the end of each of the last three fiscal years: 


2003 2002 2001 
Gross(1) Net(2) Gross(1) Net(2) Gross(1) Net(2) 
LU ESS cenacaredect Bee heat ee aa CREE Ace Sica Ca RRC Sar rn nearer ee Vi 60.4 60(3) 43.9(3) 59 48.4 
(OUST op Ree ne ae On ee ee or err ree ee eee er creeee eee 9 7A 9(4) 7.A(4) 13 10.8 


(1) Gross wells are the total number of wells in which an interest is owned. 
(2) Net wells are the sum of fractional interests owned in gross wells. 
(3) After the sale of 4.4 net (7 gross) Spraberry wells in August 2002 and a 50% working interest, or 6.9 net wells, in our remaining Spraberry wells in October 2002. 


(4) After the sale of 3.4 net (4 gross) Daqing wells in January 2002. 


The following table sets forth, for each of the last three fiscal years, our participation in the completed drilling of net crude oil and 
natural gas wells: 
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Exploratory 


Productive 

2003 2002 2001 
UL Ssissccaritsauetneccsbasvaadeasncn deus dvadssessasvagueos osc sucenatadvectoss suheced toler eee eT MER Ce a RE rented = = = 
GIS so ncccnes aes can tewe te ceeh shh Ea Ge Pema Te oT a ee Oe RE EE ee ge ee eT RO see Geena == 
Total cod vcsuvessededheshacongnccacuagtevesteteer sagual a tases aoe uaa a ee Te Un Sea ee nee nen ee rae ee MS MR heer tat nue 0 0 0 

Dry 

2003 2002 2001 
WS vccebvctuessvecteasencceseaseciuaceesesosstveeh tevodeevaess dees teeateeeed ee earn ceee ne eR Co ee aE Cate RR DPE SE A aia oe Renee eee — 1.7(1) 1.5 
|) vv) oR PE er eR als ERO gt ee eee A ia eee og aR a eae a ake ell ot lle a ea Maoh Poa daas = ran = 
Total sssssa edie sescecvssactussesces ous lcoiaas Fond carte ae aa Sea Ae Te See ea eR IES EL oak eo ee 0 tail AGS: 


(1) Includes 1.5 (3 gross) net exploratory wells drilled in Kentucky during 2001, which were determined to be dry in 2002. 


At the end of 2003, 2002 and 2001 we had 2.8 (5 gross), 2.3 (5 gross) and 3.3 (7 gross) net exploratory wells, respectively, which were 
either in the process of drilling or suspended. 


Development 
Productive 

2003 2002 2001 
6 Fs ene eee eR eT Perro riverine My bets orc ctocnabacoery oo ei tes CES ao eS Nc RR he 17.0 8.8 22.8 
CHM 8 sce cca Reece Oh et TE ie US ORO ert See NE LEU OR ae, = A = == = 
Totals vascohocss. ceva cacpudsicgsarcuans cect see tpasacng coh oeeeese te ete ice date eee NaN gue Me gS tees sucesso icaastanste lou vesas sastotse acai” 17.0 8.8 22.8 

Dry 

2003 2002 2001 
SS. pecrt duet adocael APS Sae SHEERS es es ABU eee Ny at ete Re ad a OOS eG ORE oi See yk ie Lok eae ed eae 2.0 - - 
China \.sscioakt he kB ee Ae ca I Ae PO ES Pe RE ea Ab Al I 5 Ae Le ARR ee EL = SS = 
"TLOtals.caseccesccsveqssssoseneddestecdebetacence trays ted pecs teste cence One pe ROe ER aE IR TR A th Sie hee toes, Sous ez vasuedddcsvvouannve egies 2.0 0 0 


In the last quarter of 2003, we set surface casing for 6 development wells in China, of which the first of these wells was completed in 
January 2004. 


The following tables set forth our holdings of developed and undeveloped oil and gas acreage as at December 31, 2003: 


Developed Undeveloped 
Gross Net Gross Net 
Acres(1) Acres(2) Acres(1) Acres(2) 
US ssh ee cc ee ae ne ee 12,420 5,230 126,519 40,608 
Chita (3 estes sdeceh coarse otead one eee eee ee 1,729 1,418 900,320 896,607 


(1) Gross acres include the interests of others. 

(2) Net acres exclude the interests of others. 

(3) The number of developed acres disclosed in respect of our China project relates only to those portions of the field covered by our producing operations and does 
not include the remaining portions of the field previously developed by CNPC. 


The following table sets out estimates of our share of proved reserves in respect of our U.S. and China operations and calculations of 
cash flows, before tax and after tax, undiscounted and discounted at 10% and 15%, based on costs and prices as at December 31, 2003. 
Estimates for our U.S. and China operations were prepared by independent petroleum consultants Netherland, Sewell & Associates 
Inc. and Gilbert Laustsen Jung Associates Ltd., respectively. 


Our Share of Our Share of 
Our Share Before Tax Cash Flows After Tax Cash Flows 
in thousands of dollars in thousands of dollars 
OIL GAS discounted at: discounted at: 
(MBbl) (MMcf) 0% 10% 15% 0% 10% 15% 
Net Proved Reserves(1) 
LES See ter che ete ae ee 1,563 695 $24,576 $17,110 $15,106 $24,576 $17,110 $15,106 
China eas) eae ee ee 15,699 = 232,591 114,690 82,019 170,944 81,764 59,142 
17,262 695 $257,167 $131,800 $97,125 $195,520 $98,874 $74,248 


(1) "Net Proved Reserves" are our share of the estimated quantities of crude oil which geological and engineering data demonstrate with reasonable certainty to be 
recoverable in future years from known reservoirs under existing economic conditions. See the "Supplementary Disclosures about Oil and Gas Production 
Activities", which follow the notes to our financial statements set forth in Item 8 of this Annual Report. 


Ivanhoe is a United States Securities and Exchange Commission (“SEC”) registrant and files annual reports on Form 10-K. 
Accordingly, our reserves estimates and securities regulatory disclosures are prepared based on U.S. disclosure standards. In 2003, 
certain Canadian securities regulatory authorities adopted National Instrument 51-101 — Standards of Disclosure for Oil and Gas 
Activities (“NI 51-101”) which prescribes certain standards that Canadian companies are required to follow in the preparation and 
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disclosure of reserves and related information. We applied for, and have been granted, exemptions from certain NI 51-101 disclosure 
requirements. These exemptions permit us to substitute disclosures based on U.S. standards for much of the annual disclosure required 
by NI 51-101 and to prepare our reserves estimates and related disclosures in accordance with U.S. disclosure requirements, generally 
accepted industry practices in the U.S. as promulgated by the Society of Petroleum Engineers, and the standards of the Canadian Oil 
and Gas Evaluation Handbook (the “COGE Handbook”) modified to reflect U.S. disclosure requirements. 


The reserves quantities disclosed in this Annual Report on Form 10-K represent net proved reserves calculated on a constant price 
basis using the standards contained in SEC Regulation S-X and FAS 69. Such information differs from the corresponding information 
prepared in accordance with Canadian disclosure standards under NI 51-101. The primary differences between the U.S. requirements 
and the NI 51-101 requirements are as follows: 


e SEC registrants apply SEC reserves definitions and prepare their reserves estimates in accordance with SEC requirements 
and generally accepted industry practices in the U.S. whereas NI 51-101 requires adherence to the definitions and standards 
promulgated by the COGE Handbook; 

e the SEC mandates disclosure of proved reserves calculated using year-end constant prices and costs only whereas NI 51-101 
also requires disclosure of reserves and related future net revenues using forecast prices; 

e the SEC mandates disclosure of proved and proved producing reserves by country only whereas NI 51-101 requires 
disclosure of more reserve categories and product types; 

e the SEC does not require separate disclosure of proved undeveloped reserves or related future development costs whereas NI 
51-101 requires disclosure of more information regarding proved undeveloped reserves, related development plans and future 
development costs; and 

e the SEC leaves the engagement of independent qualified reserves evaluators to the discretion of a company’s board of 
directors whereas NI 51-101 requires issuers to engage such evaluators and to file their reports. 


The foregoing is a general and non-exhaustive description of the principal differences between U.S. disclosure standards and NI 51- 
101 requirements. 


ITEM 3. LEGAL PROCEEDINGS 
We are not currently a party to any material legal proceedings. 
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 
No matter was submitted to a vote of security holders during the fourth quarter of 2003. 
PART II 
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS 


Market Information 


Our common shares traded on the NASDAQ National Market and SmallCap Market during 2002 and 2003. As a result of our shares 
closing below $1.00 per share for 30 consecutive trading days during 2002 our shares were transferred from the NASDAQ National 
Market to the NASDAQ SmallCap Market on December 27, 2002. Currently our shares are traded on the NASDAQ SmallCap Market 
and The Toronto Stock Exchange. 


The high and low sale prices of our common shares as reported on the NASDAQ and the Toronto Stock Exchange for each quarter 
during the past two years are as follows: 


NASDAQ MARKET (IVAN) 
(USS) 
2003 2002 
4thO 3rd Q 2nd Q Ist QO 4thO 3rd Q 2nd Q Ist QO 
ELD eeenterers wea Weert cancrerecsiestdoereesseasep 7.55 3.07 1.18 .60 .65 1.07 2.02 23 
[LOWE cece eterna enc attereat Dey) .79 42 50 Sys} 85 1.72 1.93 


THE TORONTO STOCK EXCHANGE (IE) 


(CDN$) 
2003 2002 
4th Q 3rd Q 2nd Q IstQ 4th QO 3rd Q 2nd QO IstQ 
| B10 excrconer eree eee erent Re rter er ncttet ene ae 10.40 4.15 1.60 88 1.01 1.74 B12 3.50 
TSO WSN eees on Ae aecor. tak Ror ieree recone mashes? 3.30 1.10 53 77 88 1.45 2.83 3.11 


On December 31, 2003, the closing prices for our common shares were $3.74 on the NASDAQ SmallCap Market and Cdn. $4.85 on 
The Toronto Stock Exchange. 


Exemptions from Certain NASDAQ Corporate Governance Rules 


NASDAQ rules provide that NASDAQ may provide exemptions from the NASDAQ corporate governance standards to a foreign 
issuer when those standards are contrary to a law, rule or regulation of any public authority exercising jurisdiction over such issuer or 
contrary to generally accepted business practices in the issuer’s country of domicile. We have applied to the NASDAQ for, and expect 
to receive, exemptions from certain NASDAQ corporate governance standards that are contrary to the laws, rules, regulations or 
generally accepted business practices of Canada. These exemptions and the practices followed by us are described below: 


e We are seeking and expect to receive an exemption from NASDAQ’s requirement that a majority of the Board of 
Directors of a corporation must be comprised of independent directors. The existing Toronto Stock Exchange guidelines 
recommend but do not require that a majority of the directors of a corporation be “unrelated” directors. An “unrelated” 
director is a director who is independent of management and is free from any interest and any business or other 
relationship which could, or could reasonably be perceived to, materially interfere with the director’s ability to act with a 
view to the best interests of the corporation, other than interests and relationships arising from shareholding. Three of 
the eight directors on our board are “unrelated” for the purposes of the Toronto Stock Exchange guidelines. 


Holders of Common Shares 


As at December 31, 2003, a total of 161,359,339 of our common shares were issued and outstanding and held by 135 holders of record 
with an estimated 47,600 additional stockholders whose shares were held for them in street name or nominee accounts. 


Dividends 


We have not paid any dividends on our outstanding common shares since we were incorporated and we do not anticipate that we will 
do so in the foreseeable future. The declaration of dividends on our common shares is, subject to certain statutory restrictions 
described below, within the discretion of our Board of Directors based on their assessment of, among other factors, our earnings or 
lack thereof, our capital and operating expenditure requirements and our overall financial condition. Under the Yukon Business 
Corporations Act, our Board of Directors has no discretion to declare or pay a dividend on our common shares if they have reasonable 
grounds for believing that we are, or after payment of the dividend would be, unable to pay our liabilities as they become due or that 
the realizable value of our assets would, as a result of the dividend, be less than the aggregate sum of our liabilities and the stated 
capital of our common shares. 


Exchange Controls and Taxation 


There is no law or governmental decree or regulation in Canada that restricts the export or import of capital, or affects the remittance 
of dividends, interest or other payments to a non-resident holder of our common shares, other than withholding tax requirements. 


There is no limitation imposed by the laws of Canada, the laws of the Yukon, or our constating documents on the right of a non- 
resident to hold or vote our common shares, other than as provided in the Investment Canada Act (Canada) (the "Investment Act"), 
which generally prohibits a reviewable investment by an entity that is not a "Canadian", as defined, unless after review, the minister 
responsible for the Investment Act is satisfied that the investment is likely to be of net benefit to Canada. An investment in our 
common shares by a non-Canadian who is not a "WTO investor" (which includes governments of, or individuals who are nationals of, 
member states of the World Trade Organization and corporations and other entities which are controlled by them), at a time when we 
were not already controlled by a WTO investor, would be reviewable under the Investment Act under two circumstances. First, if it 
was an investment to acquire control (within the meaning of the Investment Act) and the value of our assets, as determined under 
Investment Act regulations, was Cdn. $5 million or more. Second, the investment would also be reviewable if an order for review was 
made by the federal cabinet of the Canadian government on the grounds that the investment related to Canada's cultural heritage or 
national identity (as prescribed under the Investment Act), regardless of asset value. An investment in our common shares by a WTO 
investor, or by a non-Canadian at a time when we were already controlled by a WTO investor, would be reviewable under the 
Investment Act if it was an investment to acquire control and the value of our assets, as determined under Investment Act regulations, 
was not less than a specified amount, which for 2004 is Cdn.$237 million. The Investment Act provides detailed rules to determine if 
there has been an acquisition of control. For example, a non-Canadian would acquire control of us for the purposes of the Investment 
Act if the non-Canadian acquired a majority of our outstanding common shares. The acquisition of less than a majority, but one-third 
or more, of our common shares would be presumed to be an acquisition of control of us unless it could be established that, on the 
acquisition, we were not controlled in fact by the acquirer. An acquisition of control for the purposes of the Investment Act could also 
occur as a result of the acquisition by a non-Canadian of all or substantially all of our assets. 
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Amounts that we may, in the future, pay or credit, or be deemed to have paid or credited, to you as dividends in respect of the common 
shares you hold at a time when you are not a resident of Canada within the meaning of the Income Tax Act (Canada) will generally be 
subject to Canadian non-resident withholding tax of 25% of the amount paid or credited, which may be reduced under the Canada- 
U.S. Income Tax Convention (1980) (the "Convention"). Currently, under the Convention, the rate of Canadian non-resident 
withholding tax on the gross amount of dividends paid or credited to a U.S. resident is generally 15%. However, if the beneficial 
owner of such dividends is a U.S. resident corporation, which owns 10% or more of our voting stock, the withholding rate is reduced 
to 5%. In the case of certain tax-exempt entities, which are residents of the U.S. for the purpose of the Convention, the withholding tax 
on dividends may be reduced to 0%. 


Sales of Unregistered Securities 


During the year ended December 31, 2003, we issued securities which were not registered under the Securities Act of 1933 (the 
“Act’) as follows: 

e in April 2003, we issued 75,000 common shares to an accredited investor for corporate finance advisory services in a 
transaction exempt from registration under Section 4(2) of the Act; 

e in June 2003, we issued 2,000,000 common shares at a price of $0.50 per share to a Hong Kong company pursuant to the 
conversion of a previously issued $1,000,000 convertible debenture in a transaction exempt from registration under Rule 903 
of the Act; 

e in July 2003, we issued 3,000,000 special warrants at a price of $1.00 per special warrant to a Bahamian institutional investor 
in a transaction exempt from registration under Rule 903 of the Act. Each special warrant was exercisable to acquire, for no 
additional consideration one common share and one share purchase warrant following the issuance of a receipt for a 
prospectus by applicable Canadian securities regulatory authorities, which occurred in July 2003; 

e in August 2003, we issued 3,000,000 special warrants at a price of $1.00 per special warrant and 3,529,412 special warrants 
at a price of $1.70 per special warrant to a Bahamian institutional investor in two transactions exempt from registration under 
Rule 903 of the Act. Each special warrant was exercisable to acquire, for no additional consideration one common share and 
one share purchase warrant following the issuance of a receipt for a prospectus by applicable Canadian securities regulatory 
authorities, which occurred in September 2003; 

e in October 2003, we issued 3,125,000 special warrants at a price of $4.00 per special warrant to a Bahamian institutional 
investor in a transaction exempt from registration under Rule 903 of the Act. Each special warrant was exercisable to acquire, 
for no additional consideration one common share and four-tenths of one share purchase warrant following the issuance of a 
receipt for a prospectus by applicable Canadian securities regulatory authorities, which occurred in November 2003; and 

e in November 2003, we issued 250,000 common shares at a price of $1.70 to a Bahamian institutional investor pursuant to the 
exercise of previously issued share purchase warrants in a transaction exempt from registration under Rule 903 of the Act. 


ITEM 6. FIVE YEAR SUMMARY OF SELECTED FINANCIAL DATA 


The selected financial data set forth below are derived from the accompanying financial statements, which form part of this Annual 
Report. The financial statements have been prepared in accordance with generally accepted accounting principles ("GAAP") 
applicable in Canada, which are not materially different from GAAP in the U.S. except as noted immediately below in “Reconciliation 
to U.S. GAAP”. See also Item 7 "Management's Discussion and Analysis of Financial Condition and Results of Operations". 


The following table shows selected financial information for the years indicated: 


Year ended December 31, 
2003 2002 2001 2000 1999 
(stated in thousands of U.S. dollars, except per share amounts) 


Financial Position 


TOtal ASSES ee aeere eres as aero tes trees fs Sores ssc steeepees 106,574 107,088 104,003 99,800 47,659 
WonestenmuGe bier westtrieetasiorsssedert sits: cusscesienes 833 Nil Nil Nil Nil 
Shareholders s Guilty remcrc cetera easiest cfolaninsiatitae ce 100,537 100,548 96,897 95,838 41,692 
Results of Operations 
IRE WEISS reese yaar tartct tans detens ateagaeddeactods stone 9,659 8,437 9,722 14,063(2) 6,210 
Nef incomer(lOss) wiv. te ctestsateete tee as eke tp kv etone ste (29,703)(4) (6,819)(4) (21,122)(4) 5,429 (7,802)(1) 
Net incomes (loss) per share — basiC.........:cseeee (0.20) (0.05) (0.16) 0.05 (0.08) 
Net income (loss) per share — diluted ............00 (0.20) (0.05) (0.16) 0.04 (0.08) 

Cash Flow 
Cash provided (used) by operating activities.......... (2,059) (2,758) 2,433 (11,833) (6,230) 
Gapitalexpenditures ey crs meineunetre cma miadert (15,391) (18,828) (40,504) (40,827) (10,728) 
Cash provided (used) by all other investing activities, net (537) 5,286 (155) 32,002(3) 5,158 
Cash provided by financing activities, net.............. 28,498 10,583 18,229 47,715 735 


(1) Includes asset write-down of $2.5 million. See Note 8 to our financial statements under Item 8 in our 2001 Annual Report. 
(2) Includes $12.2 million gain on sale of our Russian project. See Note 9 to our financial statements under Item 8 in our 2001 Annual Report. 
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(3) Includes $28.2 million in proceeds from the sale of our Russian project. See Note 9 to our financial statements under Item 8 in our 2001 Annual Report. 
(4) Includes asset write-downs of $23.3 million, $2.4 million and $14.0 million for 2003, 2002 and 2001, respectively. See Notes 4 and 13 to our financial statements 
under Item 8 in this Annual Report. 


Reconciliation to U.S. GAAP 


Our financial statements have been prepared in accordance with GAAP applicable in Canada, which differ in certain respects from 
those principles that we would have followed had our financial statements been prepared in accordance with GAAP in the U.S. The 
only material differences between Canadian and U.S. GAAP, which affect our financial statements, is that an increase in ascribed 
value of shares issued for royalty interests in 2000 and 1999 of $1.4 million, additional impairment provision of $10.0 million in 2001 
for our China properties and net write-downs of $4.1 million from 2001 to 2003 in connection with development costs for our GTL 
prospects is required under U.S. GAAP. For the U.S. GAAP reconciliations, see Note 20 to our financial statements in this Annual 
Report and Notes 19 and 15 to our financial statements under Item 8 in our 2002 and 2001 Annual Reports, respectively. 


Had we followed U.S. GAAP, certain selected financial information reported above, in accordance with Canadian GAAP, would have 
been reported as follows: 


Year ended December 31, 
2003 2002 2001 2000 1999 


(stated in thousands of U.S. dollars, except per share amounts) 


Financial Position 


Total Assets iia. }.cccde-perten oteen mace eee nee nee eee ae aeneee 94,024 91,921 90,219 101,158 48,852 
Shareholders? equitysaemersccasececre eee eee eeEne Eee 87,987 85,279 83,113 97,196 42,885 
Results of Operations 

Netiearnings: (LOSS) siz. ccscrse cece ssseerteke eee ee (27,086) (8,202) (36,264) 5,429 (7,802) 
Net earnings (loss) per share — DASIC ............:cscseeceerdeeess (0.18) (0.06) (0.28) 0.05 (0.09) 
Net earnings (loss) per share — diluted..........0..0. eee (0.18) (0.06) (0.28) 0.05 (0.09) 
Cash Flow 

Cash used by operating activities.......... (2,851) (4,656) (1,456) (11,833) (6,230) 
Capitabbéexpenditures: feics:creenscn cee reer eee ee oer (14,599) (16,932) (36,615) (40,827) (10,728) 


ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF 
OPERATIONS 


Critical Accounting Principles and Estimates 


Our accounting principles are described in Note 2 to Notes to the Consolidated Financial Statements in Item 8. We prepare our 
Consolidated Financial Statements in conformity with GAAP in Canada, which conform in all material respects to U.S. GAAP except 
for those items disclosed in Note 20 to Notes to the Consolidated Financial Statements. For U.S. readers we have detailed the 
differences and have also provided a reconciliation of the differences between U.S. and Canadian GAAP in Note 20 to Notes to the 
Consolidated Financial Statements. 


The preparation of our financial statements requires us to make estimates and judgments that affect our reported amounts of assets, 
liabilities, revenue and expenses. On an ongoing basis we evaluate our estimates, including those related to asset impairment, revenue 
recognition, allowance for doubtful accounts and contingencies and litigation. These estimates are based on information that is 
currently available to us and on various other assumptions that we believe to be reasonable under the circumstances. Actual results 
could vary from those estimates under different assumptions and conditions. 


We have identified the following critical accounting policies that affect the more significant judgments and estimates used in 
preparation of our consolidated financial statements. 


Full Cost Accounting — We follow the full cost method of accounting for our oil and gas operations (as more fully described in Note 
2 to the Consolidated Financial Statements), as compared to the other generally accepted method, successful efforts. Under the full 
cost method, costs associated with geological and geophysical activities and drilling successful and unsuccessful wells are capitalized 
on a country-by-country cost center basis. As a consequence, we may be more exposed to potential impairments if the carrying value 
of our evaluated oil and gas assets exceeds their future expected cash flows. This may occur if recoverable reserve estimates decrease, 


commodity prices decline or future estimates for capital, operating and income taxes increase, to levels that would significantly affect 
anticipated future cash flows. 


Oil and Gas Reserves — The process of estimating quantities of proved reserves is inherently uncertain and the reserve estimates 
included in this document are only estimates (see "Risk Factors"). You should not assume that the present value of our future cash 
flows is the current market value of our estimated proved oil and gas reserves. In accordance with GAAP, we base the estimated future 
net cash flows from proved reserves on prices and costs on the date of estimate. Actual future prices and costs may be materially 
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higher or lower than the prices and costs at the date of estimate. 


Depletion — Our rate of recording depletion is dependent upon our estimate of proved reserves and our assessment of unevaluated 
properties. If the estimates of proved reserves decline or the carrying value of our evaluated oil and gas assets increases as a result of 
our assessment of our unevaluated properties, the rate at which we record our depletion expense increases, reducing net income. A 


decline in proved reserves may occur from lower product prices, which may make it uneconomic to drill for and produce higher cost 
fields. 


Impact of New and Pending Canadian GAAP Accounting Standards 


In December 2001, the Canadian Institute of Chartered Accountants (CICA) issued Accounting Guideline 13, “Hedging 
Relationships” (AcG-13). AcG-13 establishes certain conditions for when hedge accounting may be applied. The guideline is effective 
for fiscal years beginning on or after July 1, 2003. Adoption of AcG-13 is not expected to have a material impact on our financial 
position or results of operations as we are already in compliance with Financial Accounting Standards Board (FASB) Statement No. 
133, “Accounting for Derivative Instruments and Hedging Activities”. 


In September 2002, the CICA approved Section 3063, “Impairment of Long Lived Assets” (S.3063). $.3063 establishes standards for 
the recognition, measurement and disclosure of the impairment of long-lived assets, and applies to long-lived assets held for use. An 
impairment loss is recognized when the carrying amount of a long-lived asset is not recoverable and exceeds its fair value. $.3063 is 
effective for fiscal years beginning on or after April 1, 2003. Adoption of $.3063 is not expected to have a material impact on our 
financial position or results of operations. 


In December 2002, the CICA approved Section 3110, “Asset Retirement Obligations” (S.3110). S.3110 requires liability recognition 
for retirement obligations associated with property, plant and equipment. These obligations are initially measured at fair value, which 
is the discounted future value of the liabilities. This fair value is capitalized as part of the cost of the related assets and amortized to 
expense over their useful life. The liabilities accrete until expected settlement of the retirement obligations. $.3110 is effective for 
fiscal years beginning on or after January 1, 2004. We elected early implementation of this accounting policy. Accordingly, effective 
January 1, 2003, the Company changed its accounting policy to capitalize asset retirement costs as part of the carrying value of its oil 
and gas properties and adjusted the amount of its site restoration liability to the present value of the liability for the corresponding 
asset retirement obligation as of this date. The Company has adopted the policy without retroactive adjustment of prior years because 
implementation of this change had an immaterial effect on the Company’s financial position and results of operations in prior years 
and in the current period. 


In September 2003, the CICA issued Accounting Guideline 16 “Oil and Gas Accounting - Full Cost” (AcG 16). AcG 16 is to be 
applied no later than January 1, 2004 and provides a new methodology for determining impairment of oil and gas assets, provides 
linkage to the new standards for determination of reserves and related disclosures under National Instrument 51-101 and revises 
certain other aspects of accounting for oil and gas operations under the full cost method. Adoption of AcG 16 is not expected to have 
a material impact on our financial position or results of operations. 


The following standards issued by the CICA do not impact us: 

e Accounting Guideline 14, “Disclosure of Guarantees”, effective for interim and annual periods beginning on or after January 
15-2003: 

e Amendment to Section 3860, “Financial Instruments Disclosure and Presentation”, effective for fiscal years beginning on or 
after November 1, 2004. 

e Section 1100, “General Accounting Principles”, effective for years beginning on or after October 31, 2003. 

e Section 1400, “General Standards of Financial Statement Presentation”, effective for years beginning on or after October 31, 
2003. 

e Accounting Guideline 15, “Consolidation of Variable Interest Entities”, effective for annual and interim periods beginning 
on or after January 1, 2004. 


Results of Operations and Overview 


Despite our disappointment with the termination of our negotiations for a GTL development and production contract in Qatar, there 
were some promising developments for Ivanhoe in the last half of 2003 and we are excited about these opportunities going forward. 
Having received approval of the Dagang ODP earlier in 2003, we commenced drilling our first development wells in December 2003 
and completed our first well in January 2004. In November 2003, we signed a heads of agreement with CITIC to jointly develop the 
Dagang field which calls for the drilling of up to 115 new oil wells and 28 re-completions over a three year period. We see significant 
potential from our new EOR projects. We plan to use our thermal recovery and horizontal well expertise to develop the LAK Ranch 
field in the Powder River Basin, Wyoming. Our acquisition of an equity stake in Ensyn and exclusive rights to use the Ensyn RTP™ 
Process in specific countries in the Far East, Mid East and South America offers us excellent potential for commercializing heavy-oil 
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fields in those regions. Although we have no signed agreements and all of our work and preparation at this time is at the initial stages, 
we plan to leverage the experience of our senior management in Iraq to help expedite the development activities needed to increase oil 
production from existing fields. We continue to pursue GTL projects in Qatar, Egypt and Bolivia and the removal of territorial 
restrictions from our Syntroleum master license has opened GTL opportunities in China and other countries under our worldwide 
strategic alliance with CITIC. We completed reprocessing of existing seismic in the Zitong natural gas field in the Sichuan Basin and 
have started the acquisition of just over 1,000 kilometers of new 2-D seismic data in preparation for drilling the first exploration well 
in the last half 2004. 


Although production from our South Midway field increased 24% in 2003, total U.S. production was down 6% as a result of the 
partial sale of reserves in the Spraberry field in 2002. Production for 2003 in China was flat compared to 2002. Our revenues, 
however, increased 15% for 2003 due to a 20% increase in oil and natural gas prices. See “Production and Operations” below for more 
details. 


Our net loss for 2003 was $29.7 million ($0.20 per share) compared to net losses in 2002 and 2001 of $6.8 million ($0.05 per share) 
and $21.1 million ($0.16 per share), respectively. The increase in our net loss from 2002 to 2003 of $22.9 million is due mainly to a 
$20.0 million impairment of our U.S. oil and gas assets, $0.9 million increase in write-downs of our GTL investments from year-to- 
year and a $2.2 million increase in project identification and general and administrative costs. See “General and Administration” 
below. This is partially offset by an increase in net revenues of $0.7 million from 2002 to 2003. See “Production and Operations” 
below. The $20.0 million impairment for 2003 is due mainly to an increase in the carrying costs of our evaluated U.S. oil and gas 
assets primarily in Northwest Lost Hills, East Texas and North South Forty when compared to the estimated recoverable value of our 
U.S. proved reserves at year end 2003. Such carrying costs increased as a result of our decision, in the fourth quarter of 2003, to 
potentially farm-out up to 50% of our working interest to one or more partners to fund a test of Northwest Lost Hills # 1-22. During 
2003, we completed our evaluation of significant portions of our acreage positions in East Texas and North South Forty and either 
relinquished or plan to relinquish our interests, thus adding to the carrying value of our evaluated U.S. oil and gas assets. 


The decrease in our net loss from 2001 to 2002 of $14.3 million is due mainly to an $11.6 million decrease in write down of our 
properties from year-to-year and a $3.2 million reduction in project identification and general and administrative costs. We wrote- 
down $3.3 million of our GTL investments in 2003 as a result of the termination of our contract negotiation for a GTL development 
and production contract in Qatar and we wrote-down $2.4 million in 2002 related to our investment in Syntroleum’s Sweetwater GTL 
project. In 2001, we wrote-down our U.S. oil and gas properties by $14.0 million due to an impairment of our carrying costs as a 
result of a decline in oil and natural gas prices in the fourth quarter. 


Our net cash and cash equivalents increased by $10.5 million in 2003 compared to decreases in 2002 and 2001 of $5.7 million and 
$20.0 million, respectively. We raised $17.9 million more in 2003 than in 2002 through private placements and the exercise of 
warrants and incentive stock options and we invested $3.4 million less in 2003 than in 2002 on exploration, development and GTL 
activities. See “Exploration and Development Activities” and “GTL Activities” below. This is partially offset by a reduction in cash 
generated from asset sales as we sold non-core assets in China and Texas for $5.4 million in 2002. The decrease in our cash deficiency 
from 2001 to 2002 of $14.3 million is due mainly to a $21.7 million reduction in our spending on exploration, development and GTL 
activities in 2002 and $5.4 million from the sale of non-core assets. This is partially offset by an $8.1 million reduction in cash from 
private placements and the exercise of warrants and incentive stock options and a decrease in cash from operations of $5.2 million 
primarily as a result of higher usage of working capital in 2002. 


Production and Operations 


Oil and gas revenues were $9.6 million in 2003 compared to revenues of $8.3 million and $9.1 million in 2002 and 2001, respectively. 
Production volumes in 2003 declined 4% from 2002 and declined 7% from 2001 to 2002 due mainly to the sale of our interests in 
certain wells in the Spraberry field in the last half of 2002 and our working interest in the Daqing field in January 2002. The decline in 
production volumes in 2003 were more than offset by a 20% increase in oil and natural gas prices from 2002 particularly in China 
where oil prices increased 22%, Oil and natural gas prices for the U.S. and China combined were down slightly from 2001 to 2002. 


At our South Midway field we have drilled 58 wells, 51 of which are producing wells. We are currently producing approximately 460 
net Bopd compared to 490 and 400 net Bopd at the end of 2002 and 2001, respectively. We initiated our full-scale cyclic steam 
enhancement program in May 2002 in the primary area of South Midway, increasing initial production rates ranging from 2.5 to 4 
times. Two wells were drilled in the southern expansion of South Midway in 2002 and responded very well to cyclic steaming with 
initial production rates of approximately 50 net Bopd. In 2003, we drilled 15 new wells in the southern expansion of South Midway. 
We started cyclic steaming the new southern expansion wells in the fourth quarter of 2003 and the wells continue to respond to heat 
injection. The project is still early in its life and as a result we did not realize, at year-end 2003, the increase in proved reserves we had 
anticipated at mid-year 2003. The reservoir is responding efficiently to steam injection. With larger steam injection cycles, production 
is expected to peak by mid-year 2005 and the project should realize the anticipated increase in proved reserves. To date, we have cycle 
steamed all of the southern expansion wells with two cycles and eight wells with a third cycle. 
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At year-end 2003, we were producing from seven pilot phase wells in the Dagang field at the rate of 393 net Bopd compared to 467 
net Bopd and 432 net Bopd at the end of 2002 and 2001, respectively. The decrease in production rates for 2003 is mainly due to 
workovers, natural declines and the suspension of one pilot phase well pending conversion to water injection service. The production 


decreases in Dagang were offset by an increase in production from the royalty interest we retained in the Daqing project, which we 
sold in 2002. 


Operating costs, including production taxes and engineering support, were $4.3 million for 2003 or $12.03 per Boe, compared to $3.8 
million, or $10.33 per Boe, in 2002 and $4.8 million, or $11.95 per Boe in 2001. On our U.S. properties, the $0.89 per Boe increase in 
operating costs, excluding production taxes and engineering support, in 2003 from 2002 is due mainly to the increased usage of 
purchased natural gas for steam generation in the southern expansion of South Midway. The increase in costs for steam generation of 
$2.36 per Boe is partially offset in 2003 by a $1.47 per Boe reduction in costs at the Spraberry field as the wells mature. In 2002, the 
increase in costs for steam generation of $0.66 per Boe compared to 2001 is more than offset by a $1.18 per Boe decrease in primary 
operating costs as a result of the installation of permanent production and electrical facilities in 2001 at South Midway. The $2.82 per 
Boe increase in operating costs, excluding production taxes and engineering support, at the Dagang field in 2003 from 2002 is mainly 
due to increased well workover costs and increased manpower costs in preparation for the full field development. Our operating costs 
decreased $4.01 per Boe in 2002 from 2001 at our Dagang field as a result of the installation of permanent electrical facilities on 
certain wells and an improvement in operating efficiencies. 


Depletion costs were $3.7 million for 2003, or $10.44 per Boe, compared to $3.1 million, or $8.35, per Boe, in 2002 and $3.0 million, 
or $7.56 per Boe, in 2001. U.S. depletion costs per Boe in 2003 increased 26% primarily as a result of an increase in the carrying costs 
of our evaluated U.S. oil and gas assets primarily in Northwest Lost Hills, East Texas and North South Forty. U.S. depletion costs per 
Boe for 2002 increased 3% from 2001 primarily due to the reduction in our reserves as a result of the partial sale of our interests in 
Spraberry in 2002 and an increase in the carrying costs of our evaluated U.S. oil and gas assets. This increase is partially offset by a 
$14.0 million write-down of depletable costs in 2001. China depletion costs for 2003 increased 23% from 2002. A downward revision 
of our share of proved reserves at Dagang as a result of increased oil prices in 2003 increased our depletion rate $1.09 per Boe and 
$0.84 per Boe as a result of anticipated increases in Dagang future development costs. China depletion costs for 2002 increased 22% 
from 2001 primarily as a result of anticipated increases in Dagang future development costs resulting in an increase of $0.41 per boe 
and the sale of our reserves at Daqing, which increased our depletion rate $1.10 per boe. 


Production and operating information for 2001 to 2003 are detailed below: 


2003 2002 2001 
US. China Total US. China Total U.S. China Total 
Net Production 
Boe 212,820 144.422 357,242 227,301 144,848 372,149 232,584 165,599 398,183 
Boe/day for the year 583 396 979 623 397 1,020 637 454 1,091 
Per Boe 
Oil and gas revenue $2025.69 hee OA er pez On $ 22.43 $22.30 $22.38 Sree COB eee pee ae $ 22.96 
Operating costs 7.65 9.31 8.52 6.76 6.49 6.66 7.28 10.50 8.62 
Production taxes 1.03 - 0.62 eel - 0.74 1.01 - 0.59 
Engineering Support AUG) 4.40 2.89 2.38 3.80 2193, PAP) 3.62 2.74 
10.87 Shel 12.03 10.35 10.29 10.33 10.41 14.12 11.95 
Net revenue before depletion 14.82 14.70 14.76 12.08 12.01 12.05 espe 10.30 11.01 
Depletion 10.58 10.23 10.44 8.39 8.30 8.35 8.12 6.79 7.56 
Net revenue from operations $4.24 $ 447 $4.32 So 3269 $ Sheil ees 0) $ 340 32351 $ 3.45 


General and Administration 


We continue to follow the practice of expensing the costs we incur in pursuing and investigating new projects, as well as costs 
associated with investment banking advice. In 2003, we incurred $7.9 million of general and administrative and project identification 
costs compared to $5.7 million and $8.8 million in 2002 and 2001, respectively. For 2003, $1.0 million of the increase from 2002 is a 
result of a decrease in such costs being allocated to our exploration, development and GTL activities due to a reduction in capital 
spending activity during 2003. The balance of the increase for 2003 is associated with fees incurred for the filing of a $100 million 
Canadian base shelf prospectus and corresponding U.S. shelf registration statement, exploring the possibility of securing a public 
listing for Sunwing and pursuing new sources of project financing as well as an increase in insurance costs for 2003. The decrease for 
2002 is directly attributable to our reduction in activities related to finding and investigating new projects, including $1.4 million of 
investment banking services incurred in 2001. In addition, in the third quarter of 2002, we implemented a cost reduction program that 


continued into 2003. 


Interest Income 


Interest income represents income we earn on our excess cash balances during the year. The $0.5 million reduction in interest income 
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from 2001 to 2002 is due to decreased cash balances and a decline in interest rate yields. 
Income Taxes 


We have significant tax losses available to carry forward and reduce taxes otherwise payable. Details of these losses are in Note 14 to 
the consolidated financial statements included herein under Item 8. Given the uncertainty as to the utilization of these tax loss carry- 
forwards, we have followed the practice of recording a provision against the tax benefit asset resulting from these losses. 


Exploration and Development Activities 


Expenditures in 2003 on exploration and development activities were $14.6 million down from $16.9 million and $36.6 million in 
2002 and 2001, respectively. Capital spending in the U.S. was $8.4 million in 2003 down $4.9 million compared to 2002. Completion 
of our drilling of the Northwest Lost Hills # 1-22 well and our drilling program in the Spraberry field in 2002 resulted in a $9.2 
million decrease in 2003. This is partially offset by the drilling of our first wells at the Citrus and Sledge Hamar fields in December 
2003 and for the drilling of new producing wells at South Midway and the construction of production facilities in the southern 
expansion of South Midway. For 2002, capital spending in the U.S. was $13.3 million down $16.7 million compared to 2001, 
primarily due to a reduction in development drilling in Spraberry and South Midway, the completion of our Magic Mountain and 
Kentucky drilling programs in 2001, and the completion of our significant acreage acquisition program in the Bossier Trend at year- 
end 2001. These decreases were partially offset by a $2.4 million increase in drilling costs on Northwest Lost Hills #1-22 in 2002. 


Capital spending in China was $6.2 million, an increase of $2.6 million compared to 2002. This increase is mainly due to the start up 
of drilling under the Dagang development program at a cost of $2.1 million and $0.5 million for the reprocessing of 2-D seismic on 
the Zitong block. For 2002, capital spending in China was $3.6 million down $2.9 million compared to 2001, primarily as a result of 
the completion of our pilot test program in our Dagang project in February 2001 and the sale of our Daqing project in 2002, partially 
offset by a $0.5 million increase in spending on the Sichuan project in 2002. 


At South Midway, we drilled 19 development and appraisal wells in 2003. Sixteen of these wells were commercial oil producers. This 
compares to 7 and 10 commercial oil wells we drilled in 2002 and 2001, respectively. After initiating a pilot cyclic steam project in 
2001, we commenced a full-scale steam project in 2002 to enhance production. Facilities were expanded in 2003 to gather, test and 
cycle-steam the new production. Additionally, a steam generator was purchased and installed in 2003 to accelerate the thermal 
stimulation of producing wells and reduce the cost of leasing a steam generator. We are currently evaluating the wells drilled in the 
southern expansion before we drill additional wells in the second phase. 


In Texas, we drilled 2 and 14 commercial wells in the Spraberry field in 2002 and 2001, respectively and in 2002 completed three 
wells drilled by Unocal under a farm-out agreement in the Creslenn Ranch and Lone Star prospects. Additionally, in 2001 we 
increased our acreage position in East Texas. In 2003, we spent minimal capital in Texas to maintain certain acreage positions and to 
farm-out our interests in Creslenn Ranch, Lone Star and Catfish Creek prospects. In 2003, we farmed out our interests in the three 
wells drilled by Unocal to test the shallower zones in the wells. A successful gas recompletion was made in the first Creslenn Ranch 
well from the Pettit limestone and the other two wells are in various stages of completion or testing of target zones. We retain a 30% 
working interest in the Creslenn Ranch prospect after payout and a 25% working interest in the Lone Star and Catfish Creek prospects 
after payout. An 11,000 foot well to test the Rodessa and Pettit formations is planned in the second quarter of 2004 in the Catfish 
Creek prospect as required by the farm-out agreement. 


The Northwest Lost Hills #1-22 well was spud in 2001 and successfully drilled to a measured depth of 21,000 feet and a liner set to 
19,620 feet in August 2002. While drilling the well, we encountered several high-pressure intervals, which indicated the presence of 
natural gas. Northwest Lost Hills # 1-22 was temporarily abandoned in 2003 until we can identify one or more partners to share the 
costs of the testing program. Temporary abandonment is expected to permit reentering the well at a later date for testing. Until it is 
tested, the well’s commercial potential, if any, cannot be determined. 


In December 2003, we completed drilling operations on Citrus #1 and Sledge Hamar # 1-7. These are our first wells in these two 
prospect areas. Both wells are on production and the prospects are being evaluated for further development. 


We received approval of our ODP for Dagang in April 2003. In the fourth quarter of 2003, we completed drilling of six surface holes 
and commenced drilling of our first development well in December 2003, with completion and testing operations occurring in January 
2004. The well, Nan 105, initially tested at 330 gross Bopd of 35 degree API oil, with no water. Plans for 2004 are to drill 22 
development wells, 17 of which are expected to be completed, build associated facilities and convert three existing wells to water 
injection service. 


In 2003, we commenced initial work on the first phase of a three-year exploration program in our Zitong block by reprocessing 2,500 
kilometers of existing 2-D seismic data and commenced preparations to acquire just over 1,000 kilometers of new 2-D seismic data 
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starting in January 2004. Following the seismic acquisition and interpretation, we plan to spud the first of two exploration wells in the 
last half of 2004, as required under the first phase of the Zitong Contract. 


In 2002, we completed our feasibility study for the Yudong block within the Sichuan province, submitted the report to PetroChina and 
submitted a letter of intent to negotiate a contract and a work plan for Yudong. We currently await PetroChina’s reply. 


Total capital spending on oil and gas operations, excluding non-cash transactions, for 2001 to 2003 was as follows: 


tT ad Pa _ 2001 _ 
Capital Expenditures: 
or eS cao Ee SL RR RR Sec eRe AN yy? Ae eran a re Oe Oe Ms Mere $ 8,386 $ 13,306 $ 30,047 
GIRTIEE) oo ache dtcreftaneeneettrct ARTE hr OEE eat eee ag as ae Oe Ge RIT WRC Dieta Fer 6,213 3,626 6,568 
$14,599 _ Se G1932" $ 36,615 
Comprised of: 
HELO DSU UY ACC] OLS INI OI ce tae sees stcs eats ae Sivere erate Beep chasis Fegs haces sectbe cweae Toot EAT RE le gC $ 650 $ 913 $ 4,788 
RG allyl SEES anche is, Stee aoe Fea test Shes casi diuctd cates adc t R  aN e  aeh l, ace - - 1,191 
SETS TLD. 5ccros A hs Se an a aio te ie een celle Aen abba feo! codices Via eR te 95 30 1,348 
Esp) KORUet EO eemeteetemee aver wm Se ene tes fhe costa Scesi s.r gesana suit tole cea ee RE ee Tm dy te re 3,053 10,811 10,197 
IDEN CMO ITNCT eyes eacsteacs oss secs ses So RNR Seca inc etices bebe dad Gacise Rete Oe et Se Re a ep a rel Ne on ee 10.801 5,178 19,091 
$14,599 16,932 $36,615 
GTL Activities 


GTL expenditures were $0.8 million in 2003 down from $1.9 million and $3.9 million in 2002 and 2001, respectively. The decreases 
in 2003 and 2002 are mainly due to the completion, in 2002, of technical and commercial feasibility studies of the Syntroleum process 
in large-scale GTL facilities we initiated in 2001. 


In May 2003, negotiations with Qatar Petroleum to construct and operate a GTL production facility terminated without reaching an 
agreement and we wrote down $3.3 million of our GTL investments for expenditures incurred in connection with these negotiations. 


In July 2003, we signed an agreement with Repsol and Syntroleum for a study to build a 90,000-barrel-per-day GTL plant in Bolivia. 
The commercialization study is underway including an analysis of alternative plant sites, transportation logistics and project 
economics. Upon determination that the project is economically feasible and meets financing requirements, the three parties will enter 
into discussions regarding a joint-venture agreement prior to undertaking definitive engineering and design work. 


In December 2003, proposals for alternative plant designs for a GTL fuels, specialty products and lubricants plant were prepared and 
presented to the government of Egypt and its agencies responsible for the development and monetization of its natural gas reserves. 
We await the approval of our scope of work for a commercial feasibility study and the finalization of a heads of agreement authorizing 
the commercial feasibility study and setting aside of sufficient natural gas reserves for a 45,000 barrels per day GTL plant. We are 
pursuing this project jointly with Syntroleum. 


Liquidity and Capital Resources 


Our capital expenditure budget for 2004 is $51.8 million. Fifty percent of this budget is for oil and gas development programs in the 
Dagang, South Midway and Citrus fields. Thirty five percent of the budget is for exploration programs in the U.S. and our exploration 
capital commitment in the Zitong field including the drilling of the first exploration well in 2004 following the completion of seismic 
acquisition and interpretation. The remaining 15% of our budget is primarily for the pursuit of EOR and GTL projects. The strategic 
alliance we initiated with CITIC Energy in 2002 and further solidified in 2003 is expected to be key to financing the development of 
Sunwing’s exploration and development projects in China and possibly GTL and EOR projects that we may be successful in acquiring 
worldwide. In January 2004, Sunwing signed farm-out and joint operating agreements with Richfirst, a wholly-owned subsidiary of 
CITIC, to acquire a 40% working interest in the Dagang project following an up front payment of $20 million and approval by 
China’s regulatory authorities, both of which are expected to occur in the first quarter 2004. This agreement gives Richfirst the option 
to exchange its working interest in Dagang for common shares of Ivanhoe or Sunwing. 


During 2003, we raised $24.1 million, net of share issue costs, through the issuance of common shares in four private placements and 
$1.0 million through a bank loan. Our current cash position is expected to enable us to initiate our short-term objectives of exploration 
in East Texas, California and Zitong and our development programs in our Citrus and Dagang fields as well as further our EOR and 
GTL initiatives. We are also looking at acquisitions of proven and probable reserves as a means of supplementing our growth 
strategy. In October 2003, we filed a base shelf prospectus with Canadian securities regulatory authorities and a shelf registration 
statement with the U.S. Securities and Exchange Commission to qualify for potential future sale in Canada and the U.S. up to $100 
million of various types of securities, including common shares, preferred shares, warrants and debt securities. These shelf filings are 
expected to give us greater flexibility to fund our expansion and capital programs and will allow us to take advantage of a broader 
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range of financing opportunities on a timelier basis. A combination of such equity financing, as well as convertible debenture, debt 
and mezzanine financing and joint venture partner participation, will be required to complete our future capital programs. We cannot 
assure you that we will be successful in raising the additional funds necessary or securing joint venture partners to complete our 
capital programs. If we are unsuccessful, we will have to prioritize our capital programs, which may result in delaying and potentially 
losing some valuable business opportunities. 


Contractual Obligations 


The table below summarizes and cross-references the contractual obligations that are reflected in our Consolidated Balance Sheets 
and/or disclosed in the accompanying Notes: 


Payments Due by Year 


Total 2004 2005 2006 2007 After 2007 

Purchase Agreements: $ - $ - $ - $ - $ - $ - 
Consolidated Balance Sheets: 

Notes payable — current portion (Note 5) 167 167 - - - - 

Long term debt (Note 5) 833 - 333 333 167 - 
Footnote Disclosure: - 

Operating leases (Note 18) 1,332 533 442 306 51 - 

Exploration commitment (a) (Note 17) 16,600 7,300 9.300 - - - 
Total $18,932 $8,000 $10,075 $ 639 $ 218 $ - 


(a) This represents our estimate of the remaining expenditure commitment for the minimum work program during the first phase of Zitong. This is a total spending 
commitment and not a commitment per year. The amounts per year are based on our current estimate. 


Off Balance Sheet Arrangements 


At December 31, 2003 and 2002, we did not have any relationships with unconsolidated entities or financial partnerships, such as 
structured finance or special purpose entities, which would have been established for the purpose of facilitating off-balance sheet 
arrangements or other contractually narrow or limited purposes. In addition, we do not engage in trading activities involving non- 
exchange traded contracts. As such, we are not materially exposed to any financing, liquidity, market or credit risk that could arise if 
we had engaged in such relationships. We do not have relationships and transactions with persons or entities that derive benefits from 
their non-independent relationship with us, or our related parties, except as disclosed herein. 


Related Party Transactions 


We have entered into agreements with a number of entities, some of which are related through common directors or shareholders, to 
share administrative personnel, aircraft, office space and facilities. The agreement for the usage of aircraft was terminated in 2003. We 
are billed on a cost recovery basis. The costs incurred in the normal course of business with respect to the above arrangements 
amounted to $0.9 million for 2003, $1.2 million for 2002 and $2.7 million for 2001. In addition, a company controlled by a director 
provides consulting services to Ivanhoe. Consulting services and out of pocket expenses paid to this company were $0.4 million for 
2003 and 2002 and $0.7 million for 2001. At year-end, amounts included in accounts payable under these arrangements totaled $0.1 
million in 2003, $0.8 million in 2002 and $1.1 million in 2001. 


We borrowed $1.25 million from a related company controlled by a director of Ivanhoe. The loan, plus accrued interest, was repaid in 
September 2003. 


ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 

We have exploration and development projects in the U.S. and China. Our projects are at various stages and, like all exploration 
companies in the oil and gas industry, we are exposed to the significant risk that our exploration activities will not necessarily result in 
a discovery of economically recoverable reserves. 

We currently have limited production in the U.S and China, which have not generated sufficient cash from operations to fund our 


exploration and development activities. Historically, we have relied on the equity markets as the primary source of capital to fund our 
expansion and growth opportunities. 


The Company’s results of operations are sensitive mainly to fluctuations in oil and natural gas prices. We periodically engage in 


derivatives to hedge the cash flow from a portion of our U.S. oil production. See Note 12 to the Consolidated Financial Statements in 
Item 8. 


We are exposed to the risk that we may require a provision for impairment as to the carrying value of our evaluated oil and gas assets. 
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Such value is compared quarterly to the estimated recoverable value of our proved reserves based on period-end commodity prices, 
unescalated. We impaired $20.0 million and $14.0 million of our oil and gas assets in 2003 and 2001, respectively. As at December 
31, 2003, we have $31.2 million of oil and gas assets, which have not yet been evaluated including $15.5 million in our Northwest 
Lost Hills prospect. If we are unable to identify partners to share the costs to test the Northwest Lost Hills # 1-22 well in 2004, or if 
the well is tested but determined to be uneconomic, we may be required to further impair the carrying value of our oil and gas assets. 


We are exposed to the risk that we will be unable to engage competent cost-effective contractors and suppliers for our operations, risks 
that damage to, or malfunction of, our equipment will hinder our ability to carry out our exploration activities and risks that foreign 
laws may not adequately protect our interests in disputes with foreign partners and others. 

In the international petroleum industry, most production is bought and sold in U.S. currency or with reference to U.S. currency. 
Accordingly, we do not expect to face foreign exchange risks if and when we commence large-scale commercial production. Most of 


our business transactions are conducted in U.S. currency in the countries in which we operate. 


We currently have minimal debt obligations and, therefore, we do not believe that we face any undue financial risk from interest rate 
fluctuations. 


ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA 


Index to Financial Statements and Related Information 
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INDEPENDENT AUDITORS' REPORT 


To the Shareholders of 
Ivanhoe Energy Inc.: 


We have audited the consolidated balance sheets of Ivanhoe Energy Inc. as at December 31, 2003 and 2002 and the consolidated 
statements of loss and deficit and cash flow for each of the three years in the period ended December 31, 2003. These financial 
statements are the responsibility of the Company's management. Our responsibility is to express an opinion on these financial 
statements based on our audits. 


We conducted our audits in accordance with auditing standards generally accepted in Canada and the United States of America. Those 
standards require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of 
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as 
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of Ivanhoe Energy 
Inc. as at December 31, 2003 and 2002 and the results of its operations and its cash flows for each of the three years in the period 
ended December 31, 2003 in accordance with Canadian generally accepted accounting principles. 


Calgary, Alberta, Canada (signed) Deloitte & Touche LLP 
February 26, 2004 Chartered Accountants 


COMMENTS BY AUDITORS FOR U.S. READERS ON 
CANADA — U.S. REPORTING DIFFERENCES 


In the United States of America, reporting standards for auditors require the addition of an explanatory paragraph (following the 
opinion paragraph) outlining changes in accounting principles that have been implemented in the financial statements. As discussed in 
Note 2 to the consolidated financial statements, the Company changed its method of accounting for asset retirement obligations to 
conform to the new Canadian Institute of Chartered Accountants Handbook recommendations Section 3110. Also, as discussed in 
Note 9, the Company changed its method of accounting for stock-based compensation to conform to the new Canadian Institute of 
Chartered Accountants Handbook recommendations Section 3870. 


Calgary, Alberta, Canada (signed) Deloitte & Touche LLP 
February 26, 2004 Chartered Accountants 
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IVANHOE ENERGY INC. 


Consolidated Balance Sheets 
(stated in thousands of U.S. Dollars) 


Assets 

Current Assets 

Cashtand'cashvequivalents’.qncse-hecnent eeare eer eee OL AT ee eee $ 
ACCOUNTS TECeLVable (NOLEN)! vosmcas arene e Te Cee eee etna RPS ter aN DER 


Hongtermmassets (NOE L9) Oe cvien ccs cssseee ee ce one eRe Ren CEE ROMEO URE ence Omens 
Oil and gas properties, equipment and GTL investments, net (Note 4) ...... ....cceccneenes 

$ 
Liabilities and Shareholders' Equity 
Current Liabilities 
Accounts|payabletand accrued liabilities:.,succepaereraeeecetee naeee eee e cure ean eeeeen Deen ea acer $ 
Notes payable -icutrent portions (Ole) macerecaee eee Rte neuer EER EE eeete Leaner eEe EERE eeaE eee eRe ece 
@onvertibleidebentures:. (Note’6) <p -caseareo eee cere een tsese os eee Eee eee ee are ee eee 


Long term: debt (NOLE.D) oar csc icdteneccices cre solivte eran cone dercinns Cone eeu ema e eae 

ASSeL retirement obligations) (Noten/) mencanpeemimenctccenucenaradeeceeee cant emotes ae eisesneeare cer. 
Commitments and contingencies (Note 17) 

Shareholders' Equity 

Share capital, issued 161,359,000 common shares; 

December 31, 2002 144,466,000 common shares (Note 8) .........cccccscesceeeneencenensencesceses 


[BY SS Tics ae eit AR eee I Bae ek rh RR EAT DR RO ame RE Rave ori kant orgniguadol aomaenotiopecicoLs 


$ 


See accompanying Notes to the Consolidated Financial Statements. 


Approved by the Board: 


(signed) David Martin (signed) E. Leon Daniel 
Director Director 


3) 


As at December 31, 


2003 


14,491 
2,720 
409 
17,620 


998 
87,956 
106,574 


160,804 
(60,267) 
100,537 
106,574 


$ 


$ 


$ 


2002 


3,980 
25519 

691 
7,190 


462 
99,436 
107,088 


SA 2 
(30,564) 
100,548 
107,088 


IVANHOE ENERGY INC. 


Consolidated Statements of Loss and Deficit 
(stated in thousands of U.S. Dollars, except per share data) 


Year ended December 31, 


2003 2002 2001 
Revenue 
OSPR otaierc ip (=\'@o) 0 (or memcccee ine tos abenesedcapadentasuaeaeee apbncdy suddctodohuasacemonce $ 9,569 $ 8,329 $ 9,144 
Interest: in COMO Goon stays. eee cent rose at Sees cic CoS Nc eee caren dee htties 90 108 578 
9,659 8,437 9,722 
Expenses 
Operatin se COSISS. Brcrasaraccere een acc ncteeaconcrmet ce acest a center esas eater mete 4,293 3,841 4,758 
General and administrative and project identification...................s:seeeeeeee eee 7,919 5,667 8,845 
Depletion and "depreciationisneacstcectcr score na tenes ses seen reeete meee aeeeceess Beye) Soe 3,241 
Write downs and provision for impairment (Notes 4 and 13)............. 2332) 2,436 14,000 
39,362 15,256 30,844 
Net oss'(Note 14) ran. cenancencanesencigaeeancras sack oseenestie terete 29,703 6,819 Dien 22: 
Deficit, beginningiokiyeateacer son ees cos eseeeaaateanesecuaeteeeeeee eee eee eeeee 30,564 23,495 2312 
Lossroniacquisitioniof shares) (Note 3) c-ccssastacs ete toaeeeeeene eee ees - 250 - 
Deficliscnd.of.jearec30) SkGet. sod megs ekscuieetasnesc ae Re ae Terie oe: oe wo 
Net Loss per Share (Note 15) $ 0.20 $ 0.05 $ 0.16 
re ee SES ears See (EES 
Weighted Average Number of Shares (in thousands) (Note 15) 150,154 142,314 128,598 


See accompanying Notes to the Consolidated Financial Statements. 
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IVANHOE ENERGY INC. 


Consolidated Statements of Cash Flow 
(stated in thousands of U.S. Dollars) 


Year ended December 31, 


2003 
Operating Activities 
INCU LOSS taste sate eae tomes ach eircom $ (29,703) 
Items not requiring use of cash 
Write downs and provision for impairment (Notes 4 and 13)............ Aye 
Denletionand depreciationseeceeaas eee ence eee eee ee oe eee ee 3,829 
Changes in non-cash working capital items................00ccc00ee00eeeeueeeee 494 
(2,059) 
Investing Activities 
@apivall spendin gia seeee wccacere tir cecin. See ac oe ee ESS eRe red eee ee (15,391) 
LOE SSO FiKOTN SENS OIL ASENS (INGHECY) oo noc cncemandocbnonaéiadnadscaabvecsuoceaor = 
DEPOSITION IMYyeSoMenN ia VOTEN.9) pen ee eee ee (500) 
OUR CrRRE: coseleeele Uianca hit eeis Sek En AN a Sena Sone cette Sm oe ea (37) 
(15,928) 
Financing Activities 
Shares issued on private placements, net of share issue CoSts...............00000005 24,070 
Shares issued on exercise of options and warrants...............c0seee. essen 3,928 
Proceeds inom motes (Votes) acme aerate cee ace eee ace Eee eRe ee cee cia 1,750 
PAVINENtS OL NOES (NOTE) mre maueeeccace meee EE CeCe ener ee eee ener ert: (1,250) 
28,498 
Increase (decrease) in cash and cash equivalents, for the year............. 10,511 
Gash andicash' equivalents; besinningof yeatnes-saseeee eeaeee ee areata res 3,980 
ashrandicashiequinalentsendiok yeatyeseeereerr neste eter tee se eee ee etree $ 14,491 
Supplementary Information 
Regarding Non-Cash Transactions 
Investing activities, net assets acquired (Note 4) 
Overridine royalties oars: ereceecmccee eect cere eee oes ere cere ee $ - 
eaSCsACQUISMION: oe o.o:ectys aephlsiiascionisesiode Sse seEL EE aaa seo asees cna seas ur aacies - 
PACCOUMES LEC CLVADIC: gan onion nitsist abbr sherto se sae os Saree eC ease aseoe CER e coat - 
$ = 
Financing activities, non-cash 
Shares issued on coversion of debenture (Note 6) .............0.0.eseeeseeee $ 1,000 
Sharesissued as consideration, cepesecen ceca isetcensee mse seer ie sm lea - 
zs nemie 100 
Included in the above are the following: ee eee 
Takes paid or (refanded),.. saiccc-.8..ccdvanninesssMena ane tac Peen ieee seer ie $ 6 
Pniterest Paid: ...cear aay ctesrenacdnettons ome median meen actaetr as seieorC eRe ace oc $ 96 
Changes in non-cash working capital items 
IAGCOUNLS TECELVADI Es cm oe cows caocrcensiesineen) tecersemectoereeeeh Aeneas aceon ences $ (201) 
Othericurrent aSsetSuseccuseee ssc ceem acre Weceont accra oeeeblers -0 aieaaee nals rian dieisereiaeteetes exp) 
Accounts payable and accrued liabilities..............::cecssseeeeeeesesseeeererees 413 
$ 494 


2002 
$ (6,819) 


2,436 
3,312 
(1,687) 
(2,758) 


(18,828) 
5,351 

(65) 

(13,542) 


9,964 
119 
500 


10,583 


(574475) 

9,697 

$ 3,980 
URE ERO 


$ (1,687) 
CSTE PETES 


See accompanying Notes to the Consolidated Financial Statements. 
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$ 


$ 


$ 


$ 


(40,504) 
(155) 
(40,659) 


17,903 
326 


18,229 


(19,997) 
29,694 
9,697 


IVANHOE ENERGY INC. 


Notes to the Consolidated Financial Statements 
(all tabular amounts are expressed in thousands of U.S. Dollars, except per share data) 


1. NATURE OF OPERATIONS 


Ivanhoe Energy Inc., a Canadian company, and its subsidiaries are focused internationally on three major strategies: 1) exploration 
and development of hydrocarbons 2) enhanced oil recovery and 3) the application of heavy-to-light oil upgrading and gas-to-liquids 
technologies. Operations are currently carried out in the U.S. and China. 


2. SIGNIFICANT ACCOUNTING POLICIES 


These consolidated financial statements have been prepared in accordance with generally accepted accounting principles ("GAAP") in 
Canada. The impact of material differences between Canadian and U.S. GAAP on the consolidated financial statements is disclosed in 
Note 20. 


The preparation of financial statements requires management to make estimates and assumptions that affect the reported amounts and 
other disclosures in these consolidated financial statements. Actual results may differ from those estimates. 


Change in Accounting Policy 


Prior to January 2003, the Company had estimated its future site restoration and abandonment costs associated with its oil and gas 
properties and amortized this estimate to operations using the unit-of-production method based upon estimated proved reserves. The 
provision was included with depletion and depreciation expense. 


For fiscal years beginning after January 1, 2004, Canadian GAAP requires that asset retirement costs and liabilities associated with 
site restoration and abandonment of tangible long-lived assets be initially measured at a fair value which approximates the cost a third 
party would incur in performing the tasks necessary to retire such assets. The fair value is recognized in the financial statements at the 
present value of expected future cash outflows to satisfy the obligation. Subsequent to the initial measurement, the effect of the 
passage of time on the liability for the asset retirement obligation (accretion expense) and the amortization of the asset retirement cost 
are recognized in the results of operations. 


The Company has elected early implementation of this accounting policy. Accordingly, effective January 1, 2003, the Company 
changed its accounting policy to capitalize asset retirement costs as part of the carrying value of its oil and gas properties and adjusted 
the amount of its site restoration liability to the present value of the liability for the corresponding asset retirement obligation as of this 
date. The Company has adopted the policy without retroactive adjustment of prior years because implementation of this change had an 
immaterial effect on the Company’s financial position and results of operations in prior years and in the current period (See Notes 4 
and 7). 


U.S. GAAP for asset retirement obligations conforms in all material respects to Canadian GAAP. Implementation for U.S. GAAP is 
required for fiscal years beginning after June 2002. 


The asset retirement costs are being amortized using the unit of production method based on estimated proved reserves. The 
amortization expenses and accretion of the liability for the asset retirement obligation are included with depletion and depreciation 
expense. 

Principles of Consolidation 

These consolidated financial statements include the accounts of Ivanhoe Energy Inc. and its subsidiaries, all of which are wholly 
owned. We conduct most exploration, development and production activities in our oil and gas business jointly with others and our 


accounts reflect only the Company's proportionate interest. 


All inter-company transactions and balances have been eliminated for the purposes of these consolidated financial statements. 


Foreign Currency Translation 


The Company uses the U.S. Dollar as its functional currency since it is the currency in which the worldwide petroleum business 
denominates its business. Monetary assets and liabilities denominated in foreign currencies are converted at the exchange rate in effect 
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at the balance sheet date and non-monetary assets and liabilities at the exchange rates in effect at the time of acquisition or issue. 
Revenues and expenses are converted at rates approximating exchange rates in effect at the time of the transactions. Exchange gains or 
losses resulting from the translation of foreign currency amounts are reflected in operations. 


Cash and Cash Equivalents 


Cash and cash equivalents include short-term money market instruments with terms to maturity, at the date of issue, not exceeding 90 
days. 


Financial Instruments 


The fair value of the Company's cash and cash equivalents, accounts receivable, accounts payable and accrued liabilities, notes 
payable, long term debt and convertible debenture approximates the carrying values due to the immediate or short-term maturity of 
these financial instruments. 


Oil and Gas Properties 


The Company follows the full cost method of accounting for oil and gas operations whereby all exploration and development 
expenditures are capitalized on a country-by-country cost center basis. Such expenditures include land acquisition costs, geological 
and geophysical expenses, carrying charges for unproved properties, costs of drilling both productive and non-productive wells, 
gathering and production facilities and equipment, and financing and administrative costs related to capital projects. The Company 
periodically evaluates its unproved properties for exploration and exploitation opportunities. If the Company determines that the 
exploration or exploitation potential of an unproved property has diminished, all, or a portion, of the costs incurred on such property is 
impaired and transferred to the carrying value of evaluated oil and gas assets. Proceeds from sales of oil and gas assets are recorded as 
reductions in the carrying value of oil and gas assets, unless such amounts would significantly alter the rate of depreciation and 
depletion, whereupon gains or losses would be recognized in income. Maintenance and repair costs are expensed as incurred, while 
improvements and major renovations are capitalized. 


Costs of evaluated oil and gas assets accumulated within each cost center, including a provision for future development costs, are 
depleted using the unit of production method based on estimated proved reserves. Significant development projects and expenditures 
on unproved properties are excluded from the depletion calculation until evaluated. 


Royalty interests acquired are included in oil and gas properties and recorded at cost. 


The carrying value of evaluated oil and gas assets, accumulated within each cost center, net of depletion provided, future income taxes 
and accumulated impairment provisions, are compared annually to the non-discounted estimated future net revenues from proved 
reserves (based on year-end non-escalated prices), net of estimated administration and carrying costs, and related production and 
income taxes ("ceiling test"). Any accumulated costs in excess of the calculated ceiling test are charged to operations as a provision 
for impairment. 


Furniture and Fixtures 


Furniture and fixtures are stated at cost. Depreciation is provided on a straight-line basis over the estimated useful life of the respective 
assets, at rates ranging from three to ten years. 


Oil and Gas Revenue 


Sales of crude oil and natural gas are recognized in the period in which the product is delivered to the customer. 


Loss Per Share 


Basic earnings per share is calculated by dividing the net earnings available to common shareholders by the weighted average number 
of common shares outstanding. Diluted earnings per share reflects the potential dilution that would occur if stock options and 
warrants were exercised. The treasury stock method is used in calculating diluted earnings per share, which assumes that any 
proceeds received from the exercise of in-the-money stock options and warrants would be used to purchase common shares at the 


average market price for the period (Note 15). 
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Income Taxes 


The Company follows the liability method of accounting for future income taxes. Under the liability method, future income taxes are 
recognized to reflect the expected future tax consequences arising from tax loss carry-forwards and temporary differences between the 
carrying value and the tax basis of the Company's assets and liabilities. 


Stock Based Compensation 


The Company has an Employees! and Directors' Equity Incentive Plan consisting of stock option, bonus and share purchase incentives 
(Note 9). The Company accounts for its stock-based compensation using intrinsic-values. Compensation costs are not recognized in 
the financial statements for stock options granted to employees and directors when granted at market value. Compensation costs are, 
however, recognized in the financial statements for options granted to non-employees based on the fair value of the options at the date 
granted. Consideration paid upon exercise of stock options is credited to share capital. 


Compensation expenses are recognized when shares are issued from the stock bonus plan. The share purchase portion of the plan has 
not yet been activated. 


3. CONCENTRATION OF CREDIT RISKS 


The Company sells oil and natural gas products to pipelines, refineries, major oil companies and foreign national petroleum 
companies. Where possible, credit is extended based on an evaluation of the customer’s financial condition and historical payment 
record. 


The following summarizes the revenue receivable balances and revenues from significant customers: 


Accounts Receivable as Oil and Gas Revenues for the Year 

at December 31 Ended December 31, 

2003 2002 2003 2002 2001 
U.S. Customers 

AA o6sk SER ais ican ees i ee SE $ 407 $ 346 $ 4,392 S$ 23916 $ 2,034 
LS ee eS er Rr Ree Se IRE er Norn ohio Mee beeen ncn donsinde 175 192 986 1,764 2,500 
Ci ocisarcen bodies ulate vice Bie eu Ree asa B ieee Se oi ence ea Te rte Rc 60 63 273 390 554 
PN UU @ iv (cs geen Pee nes pees MEU peat ie Be tdind hd ape ORR, a 8 Bh a lal oe 15) —_ 65 29 ila 
657 601 5,716 5,099 5,101 


A svassdessvssch isos ung Salto squetsbuntvares oaths ara cedel maltene ts tee Bea M acdc teetcc ie sch tet eta ae tees RR 950 767 4,103 3,230 4,043 
KO $1,368 593819 $8,329 $9,144 


Oil and gas revenues for the year ended December 31, 2003 in the table above do not include $0.3 million of oil hedge losses from 
derivative activities. 


Accounts receivable as at December 31, 2003 and 2002 in the table above do not include $0.3 million of costs billed to joint venture 
partners and other receivables and $0.8 million of advances to partners for joint operations where the Company is not the operator. 


4, OIL AND GAS PROPERTIES, EQUIPMENT AND GTL INVESTMENTS 


Capital assets categorized by geographic location are as follows: 


December 31, 2003 December 31, 2002 
US. —China__ —Total__ ee —China__ —Total__ 
Oil and gas properties and 
(cla40 45) 4906) aoe eet Doth Aa de a tech Rie aan abonctoeeookcetce: $ 85,079 $ 32,840 $ 117,919 $76,323 $ 26,617 $ 102,940 
Accumulated depletion eyes ci: see eee (6,442) (3,804) (10,246) (4,036) (2,326) (6,362) 
Provision for impairment caanndeewiacen eas ene (34,000) — (34,000) (14,000) = (14,000) 
eer 091i 29,036 _73,673 8287 a 24.291 82,978 


Gas to Liquids Investments: 


Master/licerise:ne a, ener a ee 10,000 — 10,000 10,000 — 10,000 
Feasibility studies and other 


deferredicosts\.a.. aver tn ce oe ree eee 4,072 = 4,072 6,603 ee ___ 6,603 

= 14072 == 14,072 __ 16,603 aioe Lala __ 16,603 

SUPPOLtequipmentin. ene eee ne ee ee eee 433 31 464 457 36 493 
Accumulated! depreciationiess satus ieee tee (253) — m(258)) (238) — (238) 

180 31 211 fa e219 36 Deeeag 55 


$__58,889 $__ 29,067 $__ 87,956 Dee LO $24,327 $99,436 
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Effective January 1, 2003, the Company capitalized $0.3 million as a result of implementation of a new accounting policy on asset 
retirement obligations. For the year ended December 31, 2003, $0.1 million of future asset retirement costs was capitalized. 


During 2002, the Company sold working interests in the Spraberry field in West Texas for $3.0 million and the Daqing project in 
China for $2.4 million. The Company retains an overriding royalty in the Dagqing project of 4% before cost recovery and 2% 
thereafter. The sale proceeds were credited to the respective cost centers, (Note 2), as the sales did not represent significant 
dispositions of the U.S. and China total reserve bases. 


Costs as at December 31, 2003 and 2002 of $31.2 million and $46.6 million, respectively, related to unevaluated oil and gas properties 
are excluded from the depletable cost centers. 


For the years ended December 31, 2003 and 2002 general and administrative expenses related directly to acquisition, exploration, 
development and GTL activities of $1.8 million and $2.6 million, respectively, were capitalized. 


Gas-to-Liquids 


The Company owns a master license from Syntroleum Corporation permitting the Company to use their proprietary gas-to-liquid 
process ("GTL") in an unlimited number of projects around the world. The Syntroleum process converts natural gas into synthetic 
liquid hydrocarbons that can be utilized to develop, among other things, clean-burning diesel fuel. In July 2003, the master license was 
amended in respect of GTL projects in which both the Company and Syntroleum participate such that no additional license fees or 
royalties will be payable by the Company and that Syntroleum will contribute to any such project the right to manufacture specialty 
and lubricant products. Both companies have the right to pursue GTL projects independently, but the Company would be required to 
pay the normal license fees and royalties in such projects. 


Since 2000, the Company has undertaken detailed project feasibility studies for the construction, operation and cost of world-class 
GTL plants in Qatar, Egypt, Oman and Bolivia. In addition, the Company conducted marketing, commercialization and transportation 
feasibility studies. Marketing studies were conducted for both Europe and the Asia-Pacific regions for GTL diesel and naphtha. 
Markets within these regions were identified and premiums for the GTL ultra clean fuels were estimated. Product forecasts from these 
studies were used to complete studies with various Japanese companies to optimize the commercial structure for utilization of GTL 
diesel and NGL products. 


As a result of the cancellation of Syntroleum’s Sweetwater project in Australia in 2002 and the termination of contract negotiations 
with Qatar Petroleum and the Qatari government to construct and operate a major GTL production facility in Qatar without an 
agreement being reached in May 2003, the Company has written down $2.4 million and $3.3 million, respectively, of its GTL 
investment. Costs associated with the feasibility studies and other such related costs remain capitalized. Recovery of the GTL costs 
capitalized is dependent upon finalizing contracts to access natural gas reserves in the respective countries and the successful 
completion of GTL processing plants. 


United States 


In 1998, the Company acquired rights to an exploration agreement (“Agreement”) with Aera Energy LLC (“Aera”), which gave the 
Company access to all of Aera's exploration, seismic and technical data in southern San Joaquin Valley in California for the purpose 
of identifying drillable exploration prospects within the exclusive area. The Agreement provided the Company the right to a working 
interest ownership in all drillable prospects in which Aera elects to participate equal to a minimum of 12.5% and a maximum of 75%. 
In those prospects in which Aera elects not to participate, the Company has the right to proceed with a 100% working interest and to 
seek other joint venture partners. Aera has the right to act as the operator for any drillable prospects in which Area elects to 


participate. 


The Company has identified 12 prospect Areas of Mutual Interest (“AMIs’’) containing a total of 30 drillable prospects in which Aera 
has elected to participate under the Agreement. The Company’s working interests, in these AMIs, range from 12.5% to 50%. The 
Company has a 100% working interest in 3 AMIs in which Aera has declined to participate. In participation with Aera, the Company 
has drilled 3 wells in the AMIs, 2 of which were unsuccessful and 1, the Northwest Lost Hills #1-22 deep gas well, has been 
temporarily abandoned. In the AMIs in which Aera has declined to participate, the Company has drilled 51 producing wells in South 
Midway and one well in the Citrus prospect, which is currently on production and being evaluated. 


The Company has drilled 27 producing wells in the Spraberry field and 5 producing wells in the Apache Flats field in West Texas 
with non-operating working interests of 62.5% and 96.15% in Spraberry and 40% in Apache Flats. In 2002, the Company sold its 
interests in 7 Spraberry wells for $1.4 million and 50% of its interests in the remaining 20 Spraberry wells for $1.6 million. 


The Company leased mineral rights in East Texas and entered into joint venture agreements with a subsidiary of Unocal Corp. 


3H 


("Unocal") under which Unocal will earn a 50% interest in the Company's holdings by expending the next $10.1 million of costs 
associated with exploration and development of prospects. Unocal has drilled three wells in two prospects and has spent $8.5 million. 
The Company has farmed out its interests in the wells, one of which is producing commercial quantities of gas and the other two are in 
various stages of testing and evaluation. 


Provision for impairment amounts calculated for U.S. oil and gas properties is $20.0 million and $14.0 million for 2003 and 2001, 
respectively. No provision for impairment of oil and gas properties was required for 2002. (See Note 13.) 


China 


The Company currently holds a production-sharing contract to develop existing oil properties in the Dagang region. The Company has 
been operating the Dagang field under a pilot phase program since 2000 and in 2003 received final governmental approval for its 
Overall Development Program (ODP) of the field. In January 2004, the Company signed farm-out and joint operating agreements 
with a wholly-owned subsidiary of China International Trust and Development Corporation (“CITIC”) to acquire a forty percent 
working interest in the Dagang project for an up-front payment of $20.0 million. The Company and CITIC will incur 100% of the 
costs to earn 82% of the production, before recovery of costs incurred, reverting to a 49% share post recovery. (See Note 19.) 


Prior to 2002, the Company held a contract to develop existing oil fields in the Daqing region and the pilot program was completed 
successfully in 1998. In January 2002, the Company was successful in disposing of the project for $2.4 million and retains an 
overriding royalty on future production. 


During the pilot testing phase at Dagang and Daging all production costs net of revenues were capitalized to oil and gas properties 
and equipment. With the evaluation stage completed and the decision to enter the development and implementation stage, all operating 
results beginning January 1, 2001 for Dagang and March 1, 2001 for Daqing are included in the Company's results of operations. 


In September 2002, the Company signed a 30-year production-sharing contract with PetroChina Corporation (“PetroChina”). The 
contract area, known as the Zitong block, is located in the northwestern portion of the Sichuan Basin. Under the terms of the contract, 
the Company will develop natural gas deposits within the block and in return will receive approximately 75% of the revenue until 
costs are recovered and approximately 45% thereafter. PetroChina has the option to participate in any successful developments, with 
up to a 51% working interest. In addition, pursuant to existing exclusive arrangements, the Company has the right to negotiate a 
production-sharing contract for the Yudong block located on the eastern edge of the Sichuan Basin. 


Overriding Royalties 


Through a series of transactions from 1999 to 2001, the Company acquired overriding royalties in the AMI prospects and other 
properties in California ranging from 1.46% to 6.58% in consideration for $0.9 million cash and the issuance of 2,885,000 common 
shares at an aggregate ascribed value of $8.0 million, being 1,562,000 common shares at $2.02; 523,000 common shares at $1.76 and 
800,000 common shares at $4.94. Of the total consideration paid, $0.9 million was allocated to property acquisition costs and $0.2 
million to accounts receivable. 


5. NOTES PAYABLE 


The Company borrowed $1.25 million from a related party at U.S. prime plus 3%. The unsecured loan, due 90 days after written 
demand or on the closing date of obtaining equity financing or December 31, 2005, whichever occurs earliest, was repaid with accrued 
interest in September 2003. The Company negotiated a revolving credit facility of $1.25 million to re-establish or extend that loan in 
the future as needs arise. 


In February 2003, the Company obtained a bank facility for up to $5.0 million to drill 30 new oil wells and upgrade surface 
transmission and steam injection facilities in the southern expansion of South Midway. Interest only is payable until June 30, 2004 at 
0.25% above the bank’s prime rate or 2.75% over the London Inter-Bank Offered Rate (““LIBOR”) at the option of the Company. 
After June 30, 2004, the loan is repayable over three years plus interest at 0.50% above the bank’s prime rate or 3.0% over LIBOR, at 
the option of the Company. The loan is secured by all the Company’s rights and interests in the South Midway properties. The loan 
balance as at December 31, 2003 is $1.0 million with a three-month fixed LIBOR rate of 4.00%. 


The scheduled maturities of the bank loan payable at December 31, 2003 are as follows: 


PAU Apnea tn oe ree en A re en Tee Ate wee cca tes bee Aen. cen BR bi i S ae LOT 
ZOOS dea sect nahi apace dete SM Nae eR My ales eh ei EC i, We 333 
PAUN Boer Ct a Co eee Onc, MEE A PPERL SRE Py Ua mm A eT Ren ck nA ay Bee 
LOOT seccied stirs Ber tas apposed AM case ai uA ca RAR RRNO eed Etmtts, 9 UR a tec mee aR 167 

$1,000 


6. CONVERTIBLE DEBENTURE 


In June 2003, the lender elected to convert the $1.0 million unsecured convertible debenture into two million of the Company’s 
common shares at $0.50 per share. All accrued interest on the debenture was paid as of the conversion date. 


7. ASSET RETIREMENT OBLIGATION 


Effective January 2003, the Company changed its policy on accounting for liabilities associated with site restoration and abandonment 
of its oil and gas properties. The undiscounted amount of expected cash flows required to settle the asset retirement obligations is 
estimated at $1.0 million to be settled over a twelve-year period starting in 2010. The liability for the expected cash flows, as reflected 
in the financial statements, has been discounted at 7%. Implementation of the policy resulted in an additional provision for asset 


retirement of $0.2 million. For the year ended December 31, 2003, $0.1 million was added to the carrying amount of the asset 
retirement obligations. 


8. SHARE CAPITAL 


The authorized capital of the Company consists of an unlimited number of common shares without par value and an unlimited number 
of preferred shares without par value. 


The total number of issued and outstanding common shares is as follows: 


Number of 
Common Shares Amount 
(thousands) 
BalanceyDecemberes lees OD Oleemiercesas Seif SSO oe ees tivadeesc te Orato aN sae ectiis we ee ee 126,874 $ 98,211 
FSSUC UB OLLI vale, MLACCINeMtSs Tels .ccee sn usrcetrece ies, caress tacks trctasn cacwvices Sod aR EN Cs Re eee ete Rn te ee 11,260 17,903 
ESSUCCEOMIE KELCISC Ow ALTA IS pee aeeecot.7.cecece tte tect cacockicn st sessver ae Mee aaah cech RR ee ee 127 166 
ES SUIE CHOMENCICIS CHOLLO PUL ONS ote tvcdecec caccvases otters scis tyotasaet eae cat Aa de ELEY ED LE Rs Se 206 160 
Teste HOMACG ISON OF OvELuidin g TOY allies\ (INGLE: ) Nerss.ss:.eareeel Meteceeae sens scans eae ea 800 3.952 
Balances ec enim eral eo OI parece cess cack teccstess Metes eet sea Roca r ces cose aa Mee stesso sesh arse on te ca cet 2 tei a, 139,267 120,392 
HSSUEG OT MELV ALC] PlACCINEMIS, TCC. <a-.t Seva seus cescessnsucaeseteness cusses sastaaetacet a tener Pins eh ce etee teens Sui cm ecertane Metre ates ta eee ee neces rae 5,000 9,964 
HSSUCCROMEKCTCISC1O lg OP LL OTIS ioece acco toca waders t Tamer cer Rend nce ooe See oun aau en Puce CORES TR Ue nee team iets trace cece ee ace asec tenet eee ae ee 163 119 
HSSUC CMON SERVIC SiMteas terse eit oa coe ses cece ra ¥65 busta Gaeenuc eee iene ap Ranh aa sed RTT PONS. 6e EE ETRE Pe OE OR eT SNE oR, Aa 201 387 
BMEiNALIOMO Kemp OY Ce LOANS S.schneer.c # asicn om aceeaeek Gotce cena cet eee e aone cae so Ameer emeeten euistacac heer eters -- 409 
RELIEF CTTICTIEC fa STIALES Meme MNS ae Sele eie eis ie e-c en ewieticls Snel Scarsdale Pa VR aot ore eae aE toa ict Ira Soe SNE Pe TSEORE-Taarse eT (165) (159) 
BALANCERS CEM Che slen 2 0 ODay oo coh elec path Rtas re dca evaslet udev a cb NM RERO TEE NW ves Sachs SRM ieee nae st PaaS a ce IR es Se 144,466 NES 
ISSUeGe OfnLVAte PlACCIMENLSs MEU cae cts sesss buiccvarecace derek vouiter nies bemeaues nd Minaicoe tan mentee eee Teer nae ean eee ee eee 12,654 24,070 
IssueqromconversloniohiGebenture (NOTE G)).rsccscees.scccecstesvegscaatoms tu tessecte us coszvaswsve beeen ate cesteas teust tcswdesss deosnertceeertetee cares een cnee 2,000 1,000 
ISSUCUROTMENSLCESE Ole W ANTAN(S'a:5:;  cescayscs sees vacheet <Snesvecdendenst@taisseness rcastah ave = cu ctce aseem eas eveeacsn eas Mic PeCcensweR a dees Sree ert meee 250 425 
SSE d ON, SXETCISS OOP ONS race re.Saiteatnss ss vofousts sans terdosasbaeessgt rs focuses dada. atsteu sosapavdiocs an sees ast aoeNSE Nass oaeoas Mee esun a ae 1,363 3,502 
ES GUC CURECLERSCLEVLCES acess pee ee cai ee ok Seng Sd aap nese sees v5 vGe Sasa Lovee she suse R hoo cea Rai whens ost utes eee ess St na es ee pa Ne 626 695 
EB ataMGcaD SCAM ETS 2 03 er cee receaca ce ssssekarcteseevozesadct eueeceoeeuses Semcon or aata tee el cet tasn oth sheds tet cet iaces Tat aoe ST ee 161,359 $ 160,804 


The Company loaned $0.4 million to an employee and two directors to facilitate their exercise of stock options and warrants to 
purchase 165,000 common shares of the Company. The Company held the shares as collateral for the loans. The loan balances were 
previously netted against the share capital balances. In December 2002, the Company determined the loans would not be renewed 
when they became due in December 2002 and January 2003. Each of the borrowers authorized the Company to acquire the shares held 
as collateral in full payment of their loan amounts and accrued interest, thereon. Subsequently, the Company eliminated the loans and 
retired the 165,000 common shares at the average price of all common shares then issued and outstanding ($0.96 per share) and 
recorded a $0.25 million loss to retained earnings. 


Private Placements and Share Purchase Warrants 


Under private placements in 2001 and 2002, the Company issued 11.3 million common shares at $1.60 and 5.0 million common 
shares at $2.00, for net proceeds of $17.9 million and $10.0 million, respectively. 


In 2003, the Company closed four special warrant financings to advance its worldwide exploration and production, enhanced oil 
recovery and GTL activities, to pay down or restructure certain business indebtedness and for general working capital purposes. The 
financings consisted of 12.7 million special warrants from $1.00 to $4.00 per special warrant. Each special warrant entitles the holder 
to acquire one common share and purchase warrants, at no additional cost. The purchase warrants are exercisable to purchase 
additional common shares through the anniversary dates of the special warrant financing at the price per share as indicated in the 


following table: 


Shy 


First Anniversary Second Anniversary 


Remaining Price Price 
Number of Number of per per 
Purchase Common Share Share 
Warrants Shares Date (US$) Date (US$) 
(thousands) 
3,000 1,500 July 3, 2004 $1.00 July 3, 2005 $1.10 
3,000 1,500 August 18, 2004 $1.00 August 18, 2005 $1.10 
3,029 I ils: August 21, 2004 $1.70 August 21, 2005 $1.87 
3S) 1,250 October 31, 2004 $4.00 October 31, 2005 $4.30 


In November 2003, 500 thousand purchase warrants for $1.70 per share were exercised for the purchase of 250 thousand shares. 
9. STOCK BASED COMPENSATION 


The Company has an Employees' and Directors' Equity Incentive Plan under which it can grant stock options to directors, officers and 
employees to purchase common shares, issue common shares to directors and employees for bonus awards and issue shares under a 
share purchase plan for employees. 


Stock options are issued at not less than the quoted market value on the date of the grant and are conditional on continuing 
employment. Expiration and vesting periods are set at the discretion of the Board of Directors. Options granted prior to March 1, 1999 
vested over a two-year period and expire ten years from date of issue. Options granted after March 1, 1999 vest over four years and 
expire five years from the date of issue. 


Following is a summary of the stock option portion of the Company's Equity Incentive Plan, including changes during the years 
ended: 


December 31, 2003 December 31, 2002 December 31, 2001 
Weighted- Weighted- Weighted- 
Number Average Number Average Number Average 
of Exercise of Exercise of Exercise 
Options Price Options Price Options Price 
(000's) (Cdn.$) (000's) (Cdn.$) (000's) (Cdn.$) 
Outstanding at beginning of 
VO cece tence ts coerce ae eee Cae enero 10,265 $ 2.69 8,635 $ 2.66 8,161 $ 2.45 
Granted). ij. 2s eee eee 840 $ 4.95 2,095 $ 2.86 846 $ 4.63 
Bxercised gc oe etoe arte a core ikea thon ah (1,363) S59 (164) Sales i, (206) $ 1.40 
G@ancelled/fontettedi tees ae eee eee (793) $ 4.42 (301) $ 3.48 (166) $ 4.04 
Outstanding, atlendiob year scs-seeee ee eee ce 8,949 $ 2.64 10,265 a ase) 8,635 $ 2.66 
Options exercisable at year 
C5010 rrr cect eran raters Crete on cou nce haccecnccSeNe 6,974 $ 2.20 FD S) 2213 6,089 $ 1.73 


Effective January 2002, Canadian accounting standards require disclosure, on a pro forma basis, of the impact on net income of using 
the fair value method for stock options granted to employees and directors on or after that date. The Company accounts for its stock- 
based compensation plans using the intrinsic-value of the options. Under this method, compensation costs are not recognized in the 
financial statements for share options granted to employees and directors when issued at market value. Had stock based compensation 
expense been determined based on the fair value at the option grant date, the Company’s net loss and net loss per share for the years 
ended December 31 2003 and 2002 would have been as follows: 


Year ended December 31, 


2003 2002 
Pro forma net loss $30,179 $7,130 
Pro forma net loss per share $0.20 $0.05 


The foregoing is calculated in accordance with Black-Scholes options pricing model, using the following data and assumptions: 72% 
to 100% price volatility, using the prior two years weekly average prices of the Company’s common shares; expected dividend yield 
of 0%; option terms to expiry of 5 years, as defined by the option agreements; risk-free rate of return as of the date of the grant of 
4.08% to 5.58%, based on one and five year Government of Canada Bond yields. 


The following table summarizes information respecting stock options outstanding as at December 31, 2003: 


a ptions Outstanding ____ Options Exercisable _ 
Weighted-Average Weighted- Weighted- 
Range of Number Remaining Average Number Average 
Exercise Prices Outstanding Contractual Life Exercise Price Exercisable Exercise Price 

(Cdn.$) (000's) Yrs. (Cdn.$) (000's) (Cdn.$) 
SOS O40) $2.00 Meets ace ie ee eee 4,286 4.6 $ 0.62 4,001 $ 0.55 
S250 tO S310 One tea: ai acre ern ener eae 2,360 Dal $ 2.89 1,584 $ 2.76 
BOWS sO 0 1 OO vee veterasven acters es nije eta 2,303 Dd} $ 6.16 1,389 $ 6.30 
SOS0't0. $7.60 ear sete sen ote ney er one, meena 8,949 3.4 $ 2.64 6,974 $ 2.20 
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10. RETIREMENT PLAN 


In 2001, the Company adopted a defined contribution retirement or thrift plan (401(k) Plan) to assist U.S. employees in providing for 
retirement or other future financial needs. Employees' contributions (up to the maximum allowed by U.S. tax laws) are matched 50% 
by the Company in 2001 and increasing 10% per year thereafter to a maximum of 100%. The Company's matching contributions to 
the 401(k) Plan during 2003, 2002 and 2001 were $0.2 million for 2003 and $0.1 million per year for 2002 and 2001. 


11. SEGMENT INFORMATION 


Geographic segment results from operations for the years ended December 31, 2003, 2002 and 2001 are detailed below. The Company 
maintains a corporate office in Canada with its operational office in the U.S. For this section any amounts for Canada are included in 


the U.S. segment. 


ilandiGas even mae. wcrc dscns can sonst oneness $ 
Interest income 


WPeratih ACOSTS Ae Percgite vo ame sh sector Ge ae eR Ae Gal hee Cn een Renee : 
Depletronkand depreciation nmes-.-csse carn os-ees eee Renee ae ee eer ; 
Provision for impairment (Note /3) 


Segment loss (income) before the following.......................ceceeeenee ee $ 


WittterdownroteG MPaSSetsi (NOG ins stncme stan mane mehie se Seat eaene nee ar 


General and administrative and project identification. ...................:045 
IN GELGS Shee rere ns eee moa schi hs wcecgdnds aiecean samitaaleiana cud team maeatien esse tnita stead 


Capital expenditures: 
(Ci Arie ee IR eetame ete coc ame a noeeO Ree Gh ak bamanaG sackcgaa nts ihrscuademagcoou doe $ 
GAS AGO= Mi GUIS Fira 2 nha rbicta'- et der stecteloe itreres acta cieem nee Sebeetabamemen selec rears 


Identifiable Assets: 


4] 


Year ended December 31, 2003 


US. 


5,466 
90 
33550 


2403 

2,351 
20,000 
24,664 


19,108 


8,386 


$ 


$ 


$ 


China 


4,103 


4,103 


1,980 
1,478 


3,458 


(645) 


6,213 


30,766 


$ 


$ 


$ 


$ 


$ 


Total 


9,569 
90 
9,659 


4,293 
3,829 
20,000 
28,122 


18,463 
85021 
1GQL9 

29,703 


14,599 
M2 
15391 


92,145 


14,429 
106,574 


Oilrand gas:revenuestinicahenedisnenscsnam nena aa tieeb ehh cae hale ames ent eriten 
Interest income, 5. 7 ses co tuaeesas vances ecnecrateomeb bes mdatiaeas se naaane 


Operating’ COStS) cycrivew cence sdececstencticereaecienvseseuarcerMreReercaceieacne se ectct 
Depletioniandidepreciation ness. a.ue cece ceca eaceent teraction cate 


Segment income before the following...................0.e0008 


Write down! of (Grlyassetsi(Note’4) acento merece scatters cae eens 


General and administrative and project identification.................:00005 
INGE LOSS, Tei Teen cc eeaitecintsediiee bets sales aaa Cae EREOOMISPIR UI Uittoaie «dietetic 


Capital expenditures: 


QOthand Pas: we cciecsaccmteciimesrcelon as vs siosloneeee toca te mete ciewemasiemawioeeeee aire 
GaSetO-liquids yrtted-Ohismia itis <vatiaaao aide tnsemambrre hierar attain toto weic atau aie 


Identifiable Assets: 


Oth and 8S. sacs tases ticidarsbi'e na uelinersic ces wiin eet lotta tas Siete ssie belt ola vei ee tals osloelerai 
Gas-to-liquids eieacscecosiecrs eae er cneeee ttre ae aicaas aa onee 


Oil and pas revenues. iacendeheasaabunnailes neh wstclacies masiaivan ieslellels in! siaictatelne arias 
Interest TM COMS. es seeam ey aac ete ere oe eelscteieit tle es) oieieorssreleteeateletel sh cteeees 


Operating costs ss, .cecssecesevaee geet acct emecae tare ntl tnieelsaeuaienae ws cueetiancen 
Depletion andidepreciationtaraeaeeeee street eee erento sate ct 
Provision for impairment (NOfeRS) Beware seein ace ret acasle ise sieicitseseaecielas 


Capital expenditures: 


Orland: ase eT sree sacace scrote ce ninencenuidis tose ce yeeeaneneiltaemasaedh sits 
Gas-to-liquids. 520.02. lack. kaseenateed oacanleen aauoisnionrale sie euislegy unten menial 


Identifiable Assets: 


Oiland gas: sch ceete gat taseentie clea: seroma ease ettaaeh closer etek 
Gas-to-liquidSs.%. cmscsaiias uct aon teh etncnath thoes uieulntaadnenane taaitosascnils 
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Year ended December 31, 2002 


Year ended December 31, 2001 


US. 
$ 5,099 
108 
5,207 
2,351 
2,110 
4,461 
$ 746 
DRESS, 
$ 13,305 
$ 64,448 
U.S. 
$ 5,101 
578 
5,679 
2,421 
27 
14,000 
18,538 
$ 12,859 
$ 33,799 
$ 61,750 


China 
$ 3,230 
3,230 
1,490 
1,202 
2,692 
$ 538 
PARE MS 
$ 3,626 
$ 25,281 


China 

$ 4,043 
4,043 
Dy 
1,124 
3,461 

$ (582) 

$ 6,568 

PARIS SRE SN 
$ 25,067 


$ 


$ 


$ 


$ 


$ 


$ 


$ 


$ 


$ 


$ 


Total 
8,329 
108 
8,437 


3,841 
3,312 
7,153 
1,284 
2,436 
5,667 
6,819 


16,931 
1,897 
18,828 


89,729 
17359 
107,088 


Total 
9,144 
578 
9,722 


4,758 
3,241 
14,000 


21,999 
i, 


8,845 
21,122 


40,367 
3,889 
44,256 


86,817 
17,186 
104,003 


12. DERIVATIVE ACTIVITIES 


The Company’s results of operations are sensitive mainly to fluctuations in oil and natural gas prices. The Company may periodically 


use different types of derivative instruments to manage its exposure to price volatility, thus mitigating fluctuations in commodity- 
related cash flows. 


The Company entered into costless collar derivatives to hedge its cash flow from the sale of 500 barrels of oil production per day over 
two six-month periods starting October 2002 and June 2003. The derivatives had ceiling prices of $30.45 and $28.95 per barrel for the 
June 2003 and October 2002 contracts, respectively, and a floor price of $24.00 per barrel using WTI as the index traded on the 
NYMEX. Gains and losses on derivatives are recognized in earnings as they are realized. For the year ended December 31, 2003, the 
Company had realized losses of $0.3 million on derivative transactions. The Company had insignificant realized derivative losses for 
the year ended December 31, 2002. The derivative losses are included in oil and gas revenue. 


In conjunction with the October 2002 hedge, the Company posted collateral of $0.6 million as security for the hedge. The collateral 
accrued interest at the U.S. Federal Funds rate. The collateral was returned upon maturity of the hedge contract in April 2003. As at 
December 31, 2002, the $0.6 million collateral is included in other current assets. 


The mark-to-market value of the derivatives is a liability of $0.1 million as at December 31, 2002. There are no hedge contracts 
outstanding as at December 31, 2003. 


13. PROVISION FOR IMPAIRMENT 


The $20.0 million provision for impairment for 2003 is due mainly to an increase in the carrying costs of the Company’s evaluated 
U.S. oil and gas assets primarily in East Texas, Northwest Lost Hills and other California prospects when compared to the estimated 
recoverable value of its U.S. proved reserves as at December 31, 2003. Such carrying costs increased as a result of the decision, in the 
fourth quarter of 2003, to potentially farm-out up to 50% of the Company’s working interest to one or more partners to fund a test of 
Northwest Lost Hills # 1-22. Additionally, evaluation of significant portions of the Company’s acreage positions in East Texas and the 
southern San Joaquin Valley in California was completed in 2003 and either have been, or will be, relinquished, thus adding to the 
carrying value of the Company’s evaluated U.S. oil and gas assets. The $14.0 million impairment for 2001 was mainly due to a 
decline in oil and gas prices thus reducing the estimated recoverable value of proved reserves as at December 31, 2001. 


14. INCOME TAXES 


The Company and its subsidiaries are required to individually file tax returns in each of the jurisdictions in which they operate. Details 
of the determination of the actual income tax expense for each of the three years are detailed below. The loss of approximately $35.0 
million from the Russian operations in 2000, being the aggregate investment, not including accounting write-downs, less proceeds 
received on settlement is a capital loss for Canadian income tax purposes, available for carry-forward against future Canadian capital 


gains indefinitely. 


Year ended December 31 


2003 2002 2001 
MEGSSIDELONCUMICOIME LAKES ctevesescrcesesesvsedersesvoresticrncosvevtssctesevoauteve $29,703 $ 6,819 S12 
Composite statutory income tax rate se 43.20% 43.20% 43.20% 
Expected income tax PECOVETY .........scsssssssesecesesceeesstcseseeseeesssescscecersvsronsneccsesveneneasaenss # Se 125832) $ (2,946) $ (9,125) 
Tax benefit not recogmiZzed:.........ccescsessssssessssssssssesseeseseenecnesacccnseneenenssnseneesecnsacsnscusssssessssassennesecsessenss 12,832 2.946 9,125 
Income tax CXPense .........eececseesecseesesseesecsecsessnessesnecnecneeneenessessecnsssersusesssssescasenvessceuecnsenecnecnecaeenennenieey (ah de Ce dat lel 


The tax loss carry-forwards in Canada are Cdn. $51.8 million and in the U.S. $57.7 million. The tax loss carry-forwards in Canada 
expire between 2004 and 2010 and in the U.S. between 2018 and 2023. In China, the Company has available for carry-forward against 
future Chinese income $42.2 million of cost basis. The Company’s carrying value of assets for accounting purposes is $23.0 million 
greater than that available for tax purposes. 


Due to the uncertainty of utilizing these net tax assets, the Company has made a valuation allowance of an equal amount against these 
potential recoverable amounts as detailed below. 


As at December 31, 


2003 2002 2001 
siiuacn cans stanasenecelsa $ 40,500 $ 31,607 $ 27,082 
Future net tax aSSets ......ssceseccccscssscecesccessssscscsessscncnsvonsnsvsscvsesesenensnsnssseanscasaecesecsssnens f ; 5 
Valuation allowance .....cccccececcececcecescececcsceesscsescecescecuseseseeseseseseesenensnscnsnecscnarsvsesesesesaenenassanacaracaanseseneegs (40,500) (31,607) (27,082) 


Net future tax liability ......c.ssccssssscssesccsssssseessseeessseessseessnecsssecessscesnssnnnasenanecsasenssnsacassensnsanansscanscsenssesnass 
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15. NET LOSS PER SHARE 


Had the Company generated net earnings during the years presented, the earnings per share calculations for the years presented would 
have included the following weighted average items: 
Year ended December 31, 


(000’s) 
2003 2002 2001 
Warrants 556 a = 
Convertible debemttttte esecgeg eer eee eee re a ee eae renee eet nets Pe ea 499 1,299 545 
StOCK OpPthOns vii svecccegseaes setansesaeeeaaicics Ubaeeh dep day east enc eaaeeee Uc ais pe aoe tase en Mae RR REE alt ne ula cee ot at 33539 2,986 4,018 
4,590 4,285 4,563 


Additionally, the earnings per share calculations would not have included the following weighted average items because the exercise 
prices exceeded the average market prices of the common shares: 
Year ended December 31, 


(000’s) 
2003 2002 2001 
Wearraint  vcosliscccsszecctetcwcape se abcateetlonsnc gaye eee sae eee oaectetee die acl Urea 2 In EMA aE ISRO Pets So AE Ae acts 140 — 2,500 
Convertible debenture cars setss savecest tes petatee cs ses tesac ceec eee cancasy Oe ea ceo Tee oeUR Pa Reece en Save case hee 306 — — 
Stock OptrOms:. .c.cesechascecect Reveceactaacasccag cucecccs oops cee ses cece ca eeaee wae tene eae eee ae ace eee cee tect Pacers 3,802 53359 240 
4,248 5.359 2,740 


16. RELATED PARTY TRANSACTIONS 


The Company has entered into agreements with a number of entities, some of which are related through common directors or 
shareholders, to share administrative personnel, aircraft, office space and facilities. The agreement for the usage of aircraft was 
terminated in 2003. The Company is billed on a cost recovery basis. The costs incurred in the normal course of business with respect 
to the above arrangements amounted to $0.9 million for 2003, $1.2 million for 2002 and $2.7 million for 2001. In addition, a company 
controlled by a director provides consulting services to the Company. Consulting services and out of pocket expenses paid to this 
company were $0.4 million for 2003 and 2002 and $0.7 million for 2001. At year-end, amounts included in accounts payable under 
these arrangements totaled $0.1 million in 2003, $0.8 million in 2002 and $1.1 million in 2001. 


The Company borrowed $1.25 million from a related company controlled by a director of the Company. The loan, plus accrued 
interest, was repaid in September 2003. (See Note 5) 


17. COMMITMENTS AND CONTINGENCIES 


With the signing of the production-sharing contract in September 2002 for the Zitong block, the Company is obligated to conduct a 
minimum exploration program during the first three years, which will include acquiring seismic data, reprocessing existing seismic 
and drilling two exploration wells. At the end of the three-year period, if the Company does not complete the minimum exploration 
program, and elects not to continue, it will be obligated to pay, to PetroChina within 30 days, a cash equivalent of the deficiency in the 


work program. The remaining cost of the minimum exploration program is estimated to be at least $16.6 million as at December 31, 
2003. 


The Company has temporarily abandoned Northwest Lost Hills #1-22 pending the identification of one or more partners to share the 
costs of the testing program. If the well were permanently abandoned, the Company would be obligated for its share of the costs to 


plug and abandon the well, which is estimated to be $1.1 million. There is no provision in the balance sheet for this contingent 
obligation. 


18. LEASE COMMITMENTS 


For the years ended December 31, 2003, 2002 and 2001, the Company expended $0.5 million, $0.6 million and $0.6. million, 
respectively, on operating leases relating to the rental of office space, which expire between April 2005 and March 2007. Such leases 
frequently provide for renewal options and require the Company to pay for utilities, taxes, insurance and maintenance expenses. As at 


December 31, 2003, future net minimum lease payments for operating leases (excluding oil and gas and other mineral leases) were the 
following: 


ZOO soareumce tome itaseiecte ners Nine ee 
QOOS Fs daecoe tecaamateeeeeee see ate ne 442 
ZOUGS.cortmcuminecr a caueavoua eeeciss 306 
VISE Bea rod Ser ac onroccne sce enrct el 
Total minimum lease payments & 1,332 
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19. SUBSEQUENT EVENTS 


In January 2004, the Company signed a Stock Purchase and Shareholders’ Agreement with Ensyn Group Inc. and its subsidiary, 
Ensyn Petroleum International Ltd (“Ensyn”), pursuant to which we acquired a 10% equity interest in Ensyn and exclusive rights to 
use the proprietary Ensyn RTP™ Process in several key international markets. The Company will pay $2.0 million and grant Ensyn 
rights to acquire equity interests in the Company’s international oil development projects that use the Ensyn RTP™ Process. The 
purchase price for the 10% equity interest in Ensyn will be paid in four equal installments and completion of the acquisition is subject 
to the attainment of specific milestones: (1) upon signing the heads of agreement, (2) upon signing the Stock Purchase and 
Shareholders’ Agreement, (3) upon Ensyn delivering a commercial demonstration facility to California and (4) upon confirmation of 


the economic viability of the Ensyn RTP™ Process from the commercial demonstration facility. The first payment of $0.5 million was 
made in December 2003 and is included in long-term assets. 


In January 2004, the Company signed farm-out and joint operating agreements with Richfirst Holdings Limited (“Richfirst”), a 
wholly-owned subsidiary of CITIC to jointly develop the Dagang oil project, operated by the Company’s wholly owned subsidiary, 
Sunwing Energy Ltd (“Sunwing”). Richfirst will acquire a 40% working interest in the project following regulatory approvals and an 
up-front payment of $20.0 million. The assignment of the interest to Richfirst is subject to the approval of China National Petroleum 
Corporation and the Ministry of Commerce of the People’s Republic of China. The farm-out agreement permits Richfirst to exchange 
its working interest in the Dagang Project for common shares in the Company or Sunwing, should the Company seek and secure a 
public listing for Sunwing. 


In February 2004, the Company farmed into the Knights Landing project, which is a 14,000-acre block located in the Sutter and Yolo 
counties, in northern California. Under this exploration and development farm-in agreement, the Company purchased, for $1.0 
million, a 50% non-operated interest in four recent discoveries in the contract area and agreed to fund, for $0.6 million, gas gathering, 
surface treatment facilities and meters to connect the four wells to an existing pipeline system. The agreement also provides for the 
Company to participate, at its election, in drilling additional exploration wells in the lease block. 


In February 2004, the Company arranged a special warrant financing to advance the Company’s worldwide oil and gas operations and 
for general corporate purposes. The financing consists of 5,448,276 million special warrants at $2.90 per special warrant. Each special 
warrant entitles the holder to acquire one common share and one-half of a common share purchase warrant at no additional cost. One 
common share purchase warrant is exercisable to purchase an additional common share at $3.00 until February 15, 2005 and at $3.20 
until February 15, 2006. 


20. ADDITIONAL DISCLOSURES REQUIRED UNDER U.S. GENERALLY ACCEPTED ACCOUNTING PRINCIPLES 
("GAAP") 


The Company's consolidated financial statements have been prepared in accordance with GAAP as applied in Canada. In the case of 
the Company, Canadian GAAP conforms in all material respects with U.S. GAAP except for certain matters, the details of which are 


as follows: 


Consolidated Statements of Loss 


As discussed under “Oil and Gas Properties” in this note, there is a difference in performing the ceiling test evaluation under full cost 
accounting between U.S. and Canadian GAAP. Application of the ceiling test evaluation under U.S. GAAP as at December 31, 2001 
required an additional $10.0 million provision for impairment with respect to the Company's China properties. 


The capitalization of development costs permitted under Canadian GAAP in connection with our GTL prospects is not permitted 
under U.S. GAAP. In addition, under U.S. GAAP interest income would be classified as other income. 


The application of U.S. GAAP has the following effects on net loss and net loss per share as reported: 


Year ended December 31, 


2003 2002 2001 

Net loss under Canadian GAAP. ............006 avsneeetnnenesenepunsoneuaneccunanennnrequnnengeasorannarswnansunnasacenerananenaee $ 29,703 aS Cay 
Additional provision for impairment of China a aie 

properties under U.S. GAAP .....ssssscssssscsesssssccrsensscesssssiecessssssssecsnsssentennsvacsssnusssrennnasessssnansessareanaassananansssnnn = = f 
Depletion adjustment - China pgeipcerst iors! bud . i oa taatitshe Ics ARG erate CLG aE SRST cas ee ONT SN eee (88) (78) un 

ite- e ts under U.S. 

| ESS EAGT OE re oe (2,529) 1.461 5.149 
Net loss under U.S. GAAP .....ccccscccssssecessesssvescsessecssssvsvosssucsecursecscuccssvousevensanensanensteatessenensevsussectscvctecsstervenersene $27,086 e820 § 36,264 
Basis 4 aaa as sche bucat hes teow sla Rima AChad bob ned ape ogee eave orga Spee Oss $ 0.06 $ 0.28 
Weighted average shares outstanding under U.S. GAAP 

i ok ais, De Ada ctereeabe tenet ies oteesevereneede dt atacs Oreehceatcce Nate 150,154 142,314 128,598 


Under U.S. GAAP, changes in the fair value of derivative instruments that meet specific cash-flow hedge accounting criteria are 
reported in other comprehensive income (OCI). The gains and losses on cash-flow hedge transactions that are reported in OCI are 
reclassified to earnings in the period in which earnings are affected by changes in the cash flow of the underlying hedged item. The 
Company’s hedging contracts qualify for hedge accounting treatment. The mark-to-market value of these derivatives as at December 
31, 2002 is a liability of $0.1 million, which comprises the balance of OCI as at December 31, 2002. 


Stock based compensation 


The Company has a stock-based compensation plan as more fully described in Note 9. With regards to its stock option plan, the 
Company applies APB Opinion No. 25, as interpreted by FASB ("FIN") 44, in accounting for this plan and accordingly no 
compensation cost has been recognized for stock options issued to employees and directors. Had compensation expense been 
determined based on fair value at the stock option grant date, consistent with the method of SFAS No. 123, Accounting for Stock- 
Based Compensation, the Company's net loss and net loss per share would have been increased to the pro forma amounts indicated 


below: 


Year ended December 31, 


2003 2002 2001 

Net loss under/U:Ss GAZA Pa red peek EAE ROS tet escheat eves Atv one ee ae eR ea cede nee $ 27,086 $ 8,202 $ 36,264 

Stock-based compensation expense determined under 

fair-value based methodsfortalll awardees tececece oes tee sree een eee ee ee ee eee eee 1,682 1,885 1,827 
Pro forma net loss*under UiSs GAA Pres crccdeceteececencs8- neuen cter co eg ope tee eee ctor eae eee eee eee eer $28,768 $10,087 $38,091 
Net loss per common share under U.S. 
GAAP: 

Basic ~:as reported g-cccct. s.cteseteteelnsie Soa en Bee bone be ratcas. ceo etcetera ag SLOSS $ 0.06 $ 0.28 

f BF: [cHeeem 0) C0)kI C8) 901 FRY OM re eS nn Ee i Sa ae ear aN SN ee ee S09 $ 0.07 Si.030 
stock options granted dure period (thousands) prs. scssecsa are ceerenee se aeetecaetenen ans sane ctr asic rautee cepeteetser eer ease 690 1,870 846 
Weighted avetage exerciSe Price, c.cer esse ccccces care cee ccet cat eo tee ea cee a ee ae Rn nce nar ee ne $ 4.00 ie Eley Sy 2299 
Weighted average fair value of options granted during the 

POTLOG Ss cai cspeces cogs acelid sect ehh Rae A aR ee ee gern eee, Se ae eS Sai. 2:83 Sele O7, Si pe 1292 


The foregoing is calculated in accordance with Black-Scholes option pricing model, using the following data and assumptions: 59% to 
108% price volatility, using the prior one to three-year weekly average prices of the Company’s common shares; expected dividend 
yield of 0%; option terms to expiry of 5 to 10 years, as defined by the option agreements; risk-free rate of return as of the date of the 
grant of 4.08% to 5.70%, based on one and four year Government of Canada Bond yields. 


Consolidated Balance Sheets 


The application of U.S. GAAP would have the following effects on balance sheet items as reported: 


Shareholders' Equity 

Shareholders' equity at December 31, 2003 under Canadian 

GAAP? ins doskesdagesstvtgai i eatved tenncues ont eee sain T8ax caleuatie Vase She Seg Ue PRORUD OTOL Eye dere vac poate Mp cg cae seg leaAe AUN ss coed en acen eae ReaT es cetera ete octet sac Senen ceases unre $ 100,537 
Adjustment to ascribed value of shares issued for royalty 

INECLESES:., 05s ncnc-srseidnenennnar states uss susreresys ous te soe outcast dite Sivas Tone tat esaetedsc ste So gOS eTADT A MTRPI AN Ee ct e coE SE Soe eR PEIN tees EE Dea a eR Sea cee een eee 1,358 
Impairment provision for China properties required under 

WS. GAAP ox ssc inststovsisnstect¥euaaeceseonatovsttossdieavess se btcadin tee dee cease ane eeMees aetaO Sr ROE at euaon LAL Eau taeeer coc tater eters mec eae RET Lonr Sey te cee nee MEN, v5. te CME Rees (10,000) 
Depletion adjustment = Chima c,.5...sccscescazacscesviescubaetecs teaasnicee sak sano sido he We ceesaarape ope tai Task tata irs target con voter sane Res ose sees Nea aoe 166 
Wate-down of GIL developmenticosts requireditinden Wes: GAN Pia veeranrcecarscscccceeenceter cers treet ois teem eter ene” vente ee ene ron eee neato coer (4,074) 
Shareholders’ equityat December 31, 2003! under US s|GAVAP aes weeeveetestens eeteeeice ves - seme tre cvectae tke eae cee re nace tte neces ravecsrse te Cr te roe os cen caer reece vaca $87,987 


Shareholders’ equity at December 31, 2002 under Canadian 


GAAP \ teas scabies Coked ests on uals cv PT RCE ANN ot densi Tor asd neue tak Meset aso ee eee ceae tees SoBe me Tonees ne REM TURE Pe dea nate seen AEC ReU ee Ser are cae Reo Cen era eee eee eee $ 100,548 
Adjustment to ascribed value of shares issued for royalty 

UMLOL OSES seins casvaynssigeccstssncovodaTadendepwicateanstteadh wyvacondesocale silts cee Reva RMRG Bees OWE 0 CPA RAR. orn Oe SEI es Cos neve ee cee 1,358 
Impairment provision for China properties required under 

WES! GAAP 5 scecorgsnsseiesapiestesecannsenceesntstecetseceeesske Hottar eGo TT Te DT ee ee eee eer ae (10,000) 
Depletion iadjustment.= Chaitiasa i teieicateud echt dewscPe cee tae eae aot d IS en AEE Ae UA RO Aa NE aan Be REA ee EO RE Rp Cot ee 78 
Wiite-down of GTL development'costs required under U.S. GAAP 4..fescledscaresbasevseenSUocst ae tense te odenterresteicancas Ue CON eee aan eee oe eee te (6,603) 
OCI — Derivative mark-to-market adjustment a pegs chads tvcasthiaeserectve camer tees k esr ceoe tara oat treet ate a ee eet re ee eee 02) 
Shareholdersieqnity at December. sil 2002 wmder Wie CoA AIP ascertained nC me ante een et StS ya 


The shareholders approved, on June 22, 1999, the reduction of stated capital in respect of the common shares by an amount of $74.4 
million being equal to the accumulated deficit as at December 31, 1998. Under U.S. GAAP, a reduction of the deficit such as this is 
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not recognized except in the case of a quasi reorganization. The effect of this is that under U.S. GAAP, share capital and deficit each 


are increased by $74.4 million at December 31, 2003 and 2002. As a result, shareholders’ equity under U.S. GAAP would comprise 
the following: 


As at December 31 


an ——2003__ —— 2002 _ 
erate Carian gClUCIng AUIUSTINENtS BDOVE) siiaasiscuniccatvom nite cen tee eee $ 236,617 $ 206,925 
Demon (actmding adjustments above) i, ee. acactessssscdaned tthe as celtic ate ek Jk eee RR COTE Ete ED) Otis (148,630) (121,544) 


= (102) 
§_87,987 $85,279 


Oil and Gas Properties 


There are certain differences between the full cost method of accounting for oil and gas assets as applied in Canada and as applied in 
the U.S. The principal difference results in the method of performing ceiling test evaluations under the full cost accounting rules. 
Under Canadian GAAP, non-discounted future net revenues from oil and gas production, less an estimate for future general and 
administrative expenses, financing costs and income taxes are compared to the carrying value of the evaluated oil and gas assets, 
whereas for U.S. GAAP future net revenues are discounted to present value at 10% per annum and compared to the carrying value of 
the evaluated oil and gas assets. The Company has performed the ceiling test in accordance with U.S. GAAP and determined that there 
would be an additional provision for impairment required in connection with the Company's China properties of $10.0 million for 
2001. No additional impairment provisions are required for 2003, and no impairment provision was required for 2002. 


For U.S. GAAP purposes, the aggregate value attributed to the acquisition of royalty rights is $1.4 million higher, due to the difference 
between Canadian and U.S. GAAP in the value ascribed to the shares issued, primarily resulting from differences in the recognition of 
effective dates of the transactions. 


The categories of costs included in the cost of oil and gas properties, equipment and GTL investments, including the adjustments in 


accordance with U.S. GAAP, to the ascribed value of shares issued for royalty interests of $1.4 million, an additional provision for 
impairment of the Company’s China properties of $10.0 million and the write-down of GTL development costs are as follows: 


—___As at December 31, __ 


2003 2002 2001 

EROPELEYAACGUISITI OF COSIS cores ceterenstvecs csv duspuitcivascussoreetoscquuotteetedeen nas sttorerncesseastetei tera  WesWyver foxdsciousrervessurepernesesseutagracs $ 17,518 $ 16,868 Si 5:956 
INO Vell yeni SATS AC QUITE erens-cecacecas Meal cats  oghdnanenacenenadongdbcoksvonssoneuevasoussedsvesssdsocdesstves suaguadgntiarsssys cave tess sbearsuatre races arernretapas 10,582 10,582 10,582 
EX DLOEA LOM COSTS eMeeene eh eee yencssiste atta Mists dantsnasionssocesstatsnnnanscocstouMa uceebovorardest ccvacsnah taeauetiedana esau roeted ium ec ere arr sega 34,908 31,760 20,918 
DIS EN OTT: OORLS) aoctccetu csaseccoqdentuen case eee Ac CLG cornea Nese CUB np shsnanr ob cee Borbanb saz aoackb 3655 dutkbostoandasadpobbase0 adeantiioa ionaca yobanknannn 56,269 45,088 45,325 
AG IULEM COTS cen eee cage ads s vas davlnaSdosnedesdasud isnt suites an Sune vovassatnsedeaed cocoons tuteretenut en Miuaeas eee e amare ea 10,000 10,000 12,000 
SUE o POON ELI POINT meee eee aR coat esac h nea Suresh teat sats nave a tebadavucanrateopsterssenes (Ouoktede athe see arerecseen nmeerert onal seca 464 493 468 

129,741 114,791 105,249 
Accumulated depletion:and Gepreciationts...ciesc.sisstscacsesesescoctressessctoccsstsruovsasastatessatésenesunstdserstovectesvesdensautesasacrdoeratsher (10,334) (6,523) (3,437) 
Pra vASiORLOE AMP AIIED tes sescesecsescvsenccustoveccvereseosivescsucnscncensrsocesssevecocsusccesstsura¥everacabaasensnsersonseonslapeeceonscoataseaessmrasabazeces _ (44,000) _ (24,000) _ (24,000) 


$_75,407_ $_84,268 $_77,812 
Development costs as at December 31, 2003 include $0.4 million of asset retirement costs. 


As at December 31, 2003, the costs of unevaluated properties included in capital assets are as follows: 


Incurred In 


Prior to 

Total 2003 2002 2001 2001 
Property acquisition COStS .....c.scsssssssecssessesseenseneeseensessenssessssssesessessseneanecsenncnenicenceseaneessesseey $ 9,874 $ 2,318 $ 1,686 Sut 6425 «S05 1,028 
Royalty rights acquired .........ccsecssessecssssesssecssecnecsssenneesecssecssssssessessscnncnnecsenncnnceaseencaneanscgsyes 8,095 ~~ —- 3,509 4,586 
Exploration COStS......cssscssessesssssesssesssssseesnecsecsuecnscesecsncssscssscsncanecnnscancanneraanscsancunscavecesezssenusesecs 14,562 2.925 4,008 4.222 3,407 


$_32,531 $5,243. $5,694 Sel23739" “289004 


Accounts payable and accrued liabilities 


The following is the breakdown of accounts payable and accrued liabilities: 


As at 
December 31, 
2003 2002 

AG coutits payable sacsssessccscossessssestcesescesssossnsssnsssessesssvsssssoenbeoeotsorbsssaceqgestaanabennt nosnvanantensohsGosucpunesenenions da a MunnsPorebt yobs ceauaRvarE tse $ see $ fe 
Accrued salaries and related expenses.....sssssssssssssssssssssssssnsssssseecessssssnnsonssssccesnsunennnananssnseeceeectessssnnsaanssssssenscanannnanannsssscsenasenennnanannenness ee 
Fair market value of oil hedge .....ssssssssscssssssssvsssvsssssssssnsnscsnnsnsensssensssscccsqnsnncusnussuananannssssssscsnnepengenggngsscuessuasoutanannanannnnnanananengnegeseeees e 02 
Accrued interest .<.c.-sccccccccscsscscoovsssesssssecocsvssveonssnvoscssssssesonssnsssoossassesconsuunscensanuvecovsnsnssossannosssonsnscssasnensscasonnessonontassoussvnysaprannasestunannvesuansesecs ne i 
Other Accruals....cccccccccccseccsssssesssssveccsssssccossvssecsssssssssscssssecossssseccessnsssceconnssconssusssonsanssscsannensceusanseseqganugssssnansssocusnesseneanusscosasnanscentanascganenssees 

Total cca. sccccceccccsscccssseccsuuossusecssconussonsussesovssvssesssssseceanshsssenssosssedsnansisccaseunssossconostshessnescusnsusasaceunaseavensnsoeocenusuecoransesconsanssconeanasesuannsnenedeaneseds $4,516 $4,899 


Consolidated Statements of Cash Flow 


As a result of the write-down of GTL development costs required under U.S. GAAP, the statement of cash flow as reported would 
result in cash deficiencies from operating activities of $2.9 million, $4.7 million and $1.5 million for the years ended December 31, 
2003, 2002 and 2001, respectively, and capital spending reported under investing activities would be $14.6 million, $16.9 million and 
$36.6 million for the same periods ended, respectively. 


Impact of New and Pending U.S. GAAP Accounting Standards 


The following standards issued by the FASB do not impact us: 

e Interpretation No. 46, “Consolidation of Variable Interest Entities”, effective for financial statements issued after January 31, 
2003. 

e SFAS No. 150, “Accounting for Certain Financial Instruments with Characteristics of both Liabilities and Equity”, effective 
for financial statements issued after June 15, 2003. 

e SFAS No. 132 (revised 2003), “Employers’ Disclosures about Pensions and Other Post Retirements Benefits — an 
amendment of SFAS No. 87, 88 and 106”, effective for financial statements issued after December 15, 2003. 

e SFAS No. 149, "Amendment of Statement 133 on Derivative Instruments and Hedging Activities", effective for contracts 
entered into or modified after June 30, 2003. 


QUARTERLY FINANCIAL DATA IN ACCORDANCE WITH CANADIAN AND U.S. GAAP (UNAUDITED) 


QUARTER ENDED 
March 31 June 30 September 30 December 31 

2003 2002 2003 2002 2003 2002 2003 2002 
Oilland gasifevenuiessencaseeeaemeee eee $2,531 $1,663 $2,332 $1,981 $2,405 $2,328 $2,301 $2,357 
Operating protite eee eee eee $1,633 $ 807 $1,384 $ 969 $1,257 $1,258 $1,002 $1,454 
Net loss under Canadian GAAP............. $ 998 $1,521 $4,465 $1.107 $1,206 $3,064 $23,034 $1,127 
NetJoss ander U:SiGAAR Mae cnsnceeeee $1,185 S203 $1,325 $1,808 $1,306 $2,976 $23,270 $1,287 
Net loss per share under Canadian GAAP $0.01 $0.01 $0.03 $0.01 $0.01 $0.02 $0.15 $0.01 
Net loss per share under U.S. GAAP........ $0.01 $0.02 $0.01 $0.01 $0.01 $0.02 $0.15 $0.01 
Notes: 


(1) A $20.0 million provision for impairment of U.S. oil and gas assets was recorded in the fourth quarter of 2003. 

(2) A $3.3 million write down of costs associated with the unsuccessful negotiation of a GTL contract in Qatar was recorded in the second quarter of 2003 for 
Canadian GAAP only as GTL costs are written off currently for U.S. GAAP. 

(3) A $2.4 million write down of the Sweetwater, Australia GTL assets was recorded in the third quarter of 2002. 


SUPPLEMENTARY DISCLOSURES ABOUT OIL AND GAS PRODUCTION ACTIVITIES 
(UNAUDITED) 


The following information about the Company's oil and gas producing activities is presented in accordance with U.S. Statement of 
Financial Accounting Standards No. 69, “Disclosures About Oil and Gas Producing Activities”. 


Oil and Gas Reserves 


Proved oil and gas reserves are the estimated quantities of crude oil, natural gas and natural gas liquids which geological and 
engineering data demonstrate with reasonable certainty to be recoverable in future years from known reservoirs under existing 
economic conditions. 


Proved developed oil and gas reserves are reserves, which can be expected to be recovered from existing wells with existing 
equipment and operating methods. 


Estimates of oil and gas reserves are subject to uncertainty and will change as additional information regarding the producing fields 
and technology becomes available and as future economic conditions change. 


Reserves presented in this section represent the Company's share of reserves, excluding royalty interests of others. The reserves for 
2003 in the U.S. are based on the estimates by the independent petroleum engineering firm of Netherland, Sewell & Associates, Inc. 
The reserves for 2002 and 2001 in the U.S. are based on estimates by the independent petroleum engineering firms of Joe C. Neal & 
Associates and Allan Spivak Engineering. In China, the reserves are based on estimates by the independent petroleum engineering 
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firm of Gilbert Laustsen Jung Associates Ltd. 


The Company's net proved and net proved developed oil and gas reserves are as follows: 


eih O) _—Gas __ 
Evorpiratesetves, December 31), 20006. ...9.:0:s<..;-asnssauretvanaieieracaurduearianorss cas casee eee ee, A. ee ae eee ene ar 
PPE MBE ROMS AEG USCOV CIOS, 2.5 sect ac dnsvodscssios cabs Pasastetaasoansarbced dale cdes odes cs eis od ee ee 923 651 
LOUD OTe bec. cn en a era a ee ymin Oeil Pree oS ioe 5) Vy oRS arn =e (377) (127) 
NES LOO VOR ICE MICS GUICLS ane ae on ia ean Tt” | Sen eT are (2,542) (5,189) 
IeUpemmetmrcseryes, Daremiber 31) 20016 2.4... dsscsscsstdes ves neantienanede ices sagen MGA eee Us ILL ee 23,798 1,631 
Po eeoitsrOnis' and WISCOVEMES. 55.2 26. xcccontcscdssAsiss Regma ae eee ee a ate aes i ola reel ie AED iss Mela go 7 10 63 
(NGL EST SES SA. ne ene ee en Ae ee Wes Tern eA ee tery es br (350) (103) 
Bese NOUS MOC VIOUS CSTIMALOS f.2 oi 55 sc anise vnsip evens wil ASU aati Le MEN hs eae AO ee arin ie Me Pie kw A (2,881) (101) 
BS ANGLO MRC SCIVIGS cfs Ni aris Stet goes Ses sass detstn dapat ocdoreedea hee a ee ee ee ol ee (3,889) (671) 
Bree Peano ere ive December 3 1, 2002 a... ivbescciecsetehcass stvassdiocchvais onoc ues ool See eee eae eee ee ee 17,388 819 
BPS SINS KON GteATY Cs CAS COV CLI CS cre nec aos ave ee AS dca cac Seas ievsseetdeg ab caer eee EE ee Se ae ee aL 480 22 
FSCO COME ELOMS. Cietn see Mrs APM eae eRe UO deo tS stivoad ted Sed erosions Sins oc ee, mae ee ee ae ee (346) (50) 
Rec MM MBVELS AEG) USMS CRC LMTIALOS  icarediagiyte np woriare activ +n ol a0 RNa AOR AE leet ee RIE a iio RRR ae ene nme (260) = (96) 
ING BpLOMedmescryes ICCEMDCI SL 5 2003 a se cssavesynssennresiviaiessct Ue ck Ba aco ea oe cae reese an ee ee ae 17,262 S625 
Net proved developed reserves: 
Wp ewetmnpre rey Me OOM Bae scSe rest reste ac ovea ccecethe Ptutvsswsadak Fr codvcscvuuustl Ss sSesWe cbs wosnss ee Suctece cee OU Tee a ee ae 1,808 13215 
ID yeersie Svar SH 70) U2 2 So ae et en a a ie OS Re oe try com ne Sab hea hPa 1,179 819 
DeGeimpre ies llne2 () Smee, tome t heehee nsec 26, scat ed ceda seus cabanas Aesnctta hohe ae ea on Ee Se en ee 1,434 695 


Standardized Measure of Discounted Future Net Cash Flows and Changes Therein Relating to Proved Oil and Gas Reserves 
The following standardized measure of discounted future net cash flows from proved oil and gas reserves has been computed using 
period end prices of $30.31 per barrel of oil ($29.04 per barrel in 2002 and $15.37 per barrel in 2001) and $6.13 per Mcf of gas ($5.30 


per Mef in 2002 and $2.76 per Mcf in 2001) and costs and period end statutory tax rates. A discount rate of 10% has been applied in 
determining the standardized measure of discounted future net cash flows. 


The Company does not believe that this information reflects the fair market value of its oil and gas properties. Actual future net cash 
flows will differ from the presented estimated future net cash flows in that: 


* future production from proved reserves will differ from estimated production; 

¢ future production will also include production from probable and potential reserves; 
* future rather than year end prices and costs will apply; and 

* existing economic, operating and regulatory conditions are subject to change. 


The standardized measure of discounted future net cash flows as at December 31 in each of the three most recently completed 
financial years are as follows: 


2003 2002 2001 

STATING ERs UNTILL CO OVS evi a ezscescacussa od deshee Pu vavlvouiuosrateseSeybab east osdssees des Scan save iaeNea -aaetasstearea games arate ars ete resn ts $ 527,499 $513,313 $ 370,344 
Future development and restoration COStS .......-.ssecseecseeseesssesteereeseessecsecssecssessensuscsaceneatacenecenecensanececcnesencanacenaceiseencesss 156,383 134,452 137,581 
Future production COSts ......sesssesssssssesssessssessssessecsssecsnessecsenecsvecouvessscsavensvscnssasanecensccanecnsecanscensensseranecenacenscansccanscnsecensceyscs 113,949 150,828 156,103 
ASULTTIM@ HLTA OLTIG TEAK CS coc iocesccvcs ache seocshstsduceuterososuecsasatucdevssaveaes Meoteetbee eentrarestWeseseesteusee ee aysciaeucaes eames e eoaratanresan-st-tencatcasr 61,647 52.656 5,526 
STIG ATETR CASTING OWUS Cee eM teh rece cccosndseccesl ce ieceneay thveestesautervacsae)araiasiu9ts de tr etewecoePancwtar ten eu cn cress maces eens rene TEa hae eh ie 
METTLE TNC SCOVILLE ene te aia ccosuz cle sccsssaceaveusesevseraveduapetevertessonaeetcsesatrneracterccetcesausgecne tarts sac ensessat saan ee sors 

Gera AT GUZEC TIGA SUITE: «eo. old eelile Souk uenle az dlses| bes tscetbeccsdeesclevtectuesusscnovcunsSsatosectetcercceataveucndeontnirsnsens et sessvesstantvayetsrsear ae $ 98.874 GRO Giiee SELLA ORO 


Changes in standardized measure of discounted future net cash flows as at December 31 in each of the three most recently completed 


financial years are as follows: 


Sale of oil & gas net Of production COStS .......... ssssssecresieteeerreseenes ess teseseeeeneeneanenttnes 
Net changes in pricing and productions COStS........:.+:cseeererseseesseerseseenenteneeneeneeteneny 
Sale Of reSETVES .....c.cc.secesecscsencsssssssesecessevevesenccesssesnensncscecesenenenensasenevensvascrsaccorenneneaens 
Discoveries and extensiOns ..........cscssssecssecesececenesesesssenenenenenensesescesecscneneneneneneseeeeets 
Revisions of previous eStimmates........cecsserseseerecsessseriersencessesensessseneencnnenccasonseestars 
Net change in future development COStS .......::ee sosseennnneeennansntnnnnanenennesese 
Accretion Of diSCOUNE s.csccssssscssspsssacronsssssststesccccsroscontsrssnscrnnercrsayseanescoanarnnerernesererdans 
Increase (GeCrease) ......csecssssecsssssossssssscsscencsnsescsssencansesasnarseanapsvannanngoscanerbnnegmes aoreteree 
Standardized measure, beginning Of year .........sscsesseseeeeee res tesssssecteeteeceneanertensenss 
Standardized measure, end Of year ......c.scccccecceseserterssssresesteneaterensrssssessvererseneneetenenety 


2003 2002 
IY <tr Bh INA $ (5,276) $ (4,488) 
GPR Ee eh ho area a ° 43,926 164,210 
REE NER Sty Menlo Bir airy = (47,685) 
RPO ee Golo He eth 5,076 9,585 
FS) a oe ae ea ere te eee (16,788) (63,467) 
a rae ee (12,289) 3,230 
ssa ah an onan dah SARA eae 2,958 1,593 
AE RE einer ib WON 17,607 62,978 
A ocad. Soa nbaien be See ee 81,267 18,289 
Sb sale, Meeks PSB, ee, ON ed CTE eh $__ 98,874 $__ 81,267 


2001 

$ (4,386) 
(110,584) 
4,955 
22,167 
(1,640) 
6,541 
(82,947) 
101,236 
$__18,289 


Costs Incurred in Oil and Gas Property Acquisition, Exploration, and Development Activities are as follows: 


Year ended December 31, 


2003 2002 2001 

Property Acquisition 
Prove din latssedvsscssssetlue Merten east os csc taste panne tdeaces teeter ae fl es ee eR ESR pro eR rs ea $ — $ — $ — 
Umproved)s...ccsacecetaarcsndesconstrebesnansseneydoatvcnnttuatu nm sbenzs véavousvateya tanpereag star wavered seamentotieashaec dass auvecr came iateah Pia sac tee ewaaeta Tee eTe goers 650 913 5,688 
Royalty fights ....ic.cci.ccccdsssiceslacsoncsnsbararcacstasesdesusghesetsvececsacsvtvara ctencbacaae ts atoe less dee touticebrtaeSacbrratetaccaeneaiewners sete oareretaceseses — — 4,043 
Exploration vi sesfscsnaciass Wiss sa dtees ta neg daccnsnotawnalect bauponedee os obeanaesapnusi unt omentem sonia ntuamaatavateaatn tos ueucevcbaysuaebagvonsarersyseseweccesccadetases 3,148 10,841 11,545 
Developimient is. .ccosessesteisosenscosseos cuvssdedereecot Lele ssesets oi td cbastasd dies Seepeeaa staan beta tae oe Saat nGaT eevee creed tae rbd ped mete ae Tea eae 11,1811) 5,178 19,091 


(1)Development cost additions for the year ended December 31, 2003 include $0.4 million of asset retirement costs. 


Depletion, per unit of net production, before provision for impairment: 


U.S. 
Year ended. December Sil, 2003 seiccececn the ccesscaneo eas ecotee ce eoe oe A eae eae SOP hae aS RET eae $10.58 
Year ended December 3122002 -.scxfecesctectesesisccsteaecbacoSeesese ree oe ute cee OMT RT care cece acre eRe RE aE ee nee, a $ 8.39 
Year ended. December 31; 200 Tatea rises Pescasiiccaetl tee ce deat Ra nee ecco ice vn eutaa Sige Rae eae dc eR ie acne arte eer DEA aces nc te eee $ 8.12 
China 
Year ended December 3:5 2003). faccteteccccscstesnetaetsces scan ke See ae cane He eae ean Ao ene ee $10.23 
Year ended December 31-2002 aia. Sere ee sear sea ee A th Uh ny a ea en ee eee OR eee $ 8.30 
Year ended December 3452001. sabes tees Sailer ene a ae tek Ends ces ihe 1 oan ee COMO te URL UNL Povey ye a CeCe GR Vs ane $ 6.79 
Results of Producing Activities: —__Year ended December 31, _ 
2003" 2°" 2002 ope 
Oil ‘ands Gas revenue ees. ee ee os ese aere snes ca see eee OE a nc eee Cs SU9569 $ 8,329 $ 9,144 
Operating COStS ic. 2 cs) S secact cheats snant sea reals esas ice sane Sees a a Ue 21 ca 4,293 3,841 4,758 
Depletion (including provision for impairment) yee eererep erates eeace eee eet tce cre ceeeee eae ee toe neta eee 23,730 3,108 D133 
Results‘of operations trom producins7activities\e.erere. ete en see eeretsetee ee natn econ cece eater ere eee $ (18,454) $1,380 $_(22,747) 


ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL 
DISCLOSURE 


None. 
ITEM 9A. CONTROLS AND PROCEDURES 


The Company carried out an evaluation, under the supervision and with the participation of the Company's management, including the 
Company's CEO and CFO, of the effectiveness of the design and operation of the Company's disclosure controls and procedures 
pursuant to the 1934 Securities Exchange Act. Based upon that evaluation, the CEO and CFO concluded that, as of December 31, 
2003, the Company's disclosure controls and procedures are effective in timely alerting them to material information required to be 
included in the Company's periodic SEC filings relating to the Company (including its consolidated subsidiaries). There were no 
significant changes in the Company’s internal control over financial reporting or in other factors that could significantly affect its 
internal control over financial reporting during the year ended December 31, 2003, nor any significant deficiencies or material 
weaknesses in such internal control over financial reporting requiring corrective actions. As a result, no corrective actions were taken. 


PART III 
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT 
The following table provides the names of all of our directors and executive officers, their positions, terms of office and their principal 


occupations during the past five years. Each director is elected for a one-year term or until his successor has been duly elected or 
appointed. Officers serve at the pleasure of the Board of Directors. 
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Name, Age and Position with Present Occupation and 


Municipality of Residence the Registrant Principal Occupation for the Past Five Years 
DAVID R. MARTIN, Easy Pea Chairman of the Board and Chairman of the Board of Ivanhoe Energy Inc. 
Santa Barbara, California Director (since August, (August 1998 — present); President, 

1998) Cathedral Mountain Corporation (1997 — 


present); President and Chief Executive 
Officer, Occidental Oil and Gas Corporation 
(1986-1996); Executive Vice President and 
Director, Occidental Petroleum Corporation 
(1986-1996) 


ROBERT M. FRIEDLAND, age 53..... Deputy Chairman (since Chairman and President, Ivanhoe Capital 
Hong Kong June, 1999) and Director Corporation, a Singapore based venture capital 
(since February, 1995) company principally involved in establishing and 
financing international mining and exploration 
companies 
ES EEON DANIEL: age 67.225. President, President and Chief Executive Officer of 
Park City, Utah Chief Executive Officer Ivanhoe Energy Inc. (June, 1999 — present); 
(since June, 1999) Executive Vice President, Worldwide Business 
and Director Development, Occidental Oil and Gas 
(since August, 1998) Corporation (1996-1998); 


Vice President Engineering, Drilling and Production, 
Occidental Petroleum Corporation (1997-1998) 


JOHNGATGARVERS ave litseenetcs. Director Retired (1998); Senior Vice President, 

Bakersfield, California (since August, 1998) Worldwide Exploration, Occidental Petroleum 
Corporation (1997-1998) 

R. EDWARD FLOOD, age 58............. Director Deputy Chairman, Ivanhoe Mines Ltd. (May, 

Reno, Nevada (since June, 1999) 1999 — present); Mining Analyst, Haywood 


Securities (May, 1999 — September 2001) 
President, Ivanhoe Mines Ltd. (1995-1999) 


SHUN-ICHI SHIMIZU, age 63........... Director Managing Director of C.U.E. Management 
Tokyo, Japan (since July, 1999) Consulting Ltd. (1994 — present) 
HOWARD R. BALLOCH, age 52....... Director President, The Balloch Group 

Beijing, China (since January, 2002) (July 2001 — present); President, Canada 


China Business Council (July 2001 — 
present); Canadian Ambassador to China, 
Mongolia and Democratic Republic of Korea 
(April 1996 — July 2001) 


T- STEVEN RHODES, age'52 <7....-:..... Director Chairman and Chief Executive Officer. Claiborne- 
Los Angeles, California (since December, 2003) Rhodes, Inc. (2001 — present); Senior Vice President, 
First Southwest Company (1999— 2001) 
White House, Chief Domestic Advisor to Vice 
President George Bush (1981 — 1985) 


W. GORDON LANCASTER, C.A. Chief Financial Officer Vice President Finance and Chief Financial Officer of 

age 60 Xantrex Technology Inc., (July 2003 — December 

Vancouver, British Columbia (Effective January 1, 2004) 2003); Vice President Finance and Chief Financial 
Officer of Power Measurement, Inc., (August 2000 — 
June 2003) 


2003); Senior President Finance and Chief Financial 
Officer of Lions Gate Entertainment Corp., (1998 — 


2000) 
JOHN O'KEEFE, age 55...........--..-c-re Executive Executive Vice-President, Investor Relations 
Houston, Texas Vice-President, and Chief Financial Officer of Ivanhoe 
Investor Relations and Energy Inc. (September 2000 — December 2003); 
Chief Financial Officer Vice-President, Investor Relations of Santa 
(From September, 2000 to Fe Snyder Corporation (1999 — September 
December 2003) 2000); Director, Investor Relations of Oryx 
Energy Company (1991-1999) 
PATRICK CHUA, age 48..........:::10+ Executive Executive Vice-President of Ivanhoe Energy 
Hong Kong, China Vice-President Inc. (June, 1999 — present); President 
(since June, 1999) and Director of Sunwing Energy Ltd. 


(Bermuda) (March 2000 — present): 
Co-Chairman and Director of Sunwing Energy 
Ltd. (June, 1996 — June, 1999) 


GERALD MOENCH, age 55.......-.--+++ Executive Executive Vice-President of Ivanhoe Energy 
Lethbridge, Alberta Vice-President (since Inc. (June, 1999 — present); President 
' June, 1999) and Director, Sunwing Energy Ltd. (July, 


1997 — June, 1999) 


51 


Each of our directors was elected at our last annual general meeting of shareholders held on June 19, 2003. The term of office of each 
director concludes at our next annual general meeting of shareholders, unless the director's office is earlier vacated in accordance with 
our by-laws. There are no family relationships among any of our directors, officers or key employees. 


As required under the Business Corporations Act (Yukon), our Board of Directors has an Audit Committee. We also have a 
Compensation Committee. The members of the Audit Committee are Messrs. Edward Flood, Howard Balloch and Steven Rhodes. Mr. 
Rhodes replaced Mr. Shun-ichi Shimizu effective March 2, 2004. Mr. Flood, an independent director of the Company, has been 
determined by the Board of Directors to be an Audit Committee financial expert. The members of the Compensation Committee are 
Messrs. Edward Flood, Howard Balloch and Steven Rhodes. Mr. Rhodes was appointed to the Compensation Committee on March 2, 
2004. 


Management is responsible for our financial reporting process including our system of internal control over financial reporting and for 
the preparation of consolidated financial statements in accordance with generally accepted accounting principles in Canada. Our 
independent auditors are responsible for auditing those financial statements. The members of the audit committee are not our 
employees, and are not professional accountants or auditors. The audit committee's primary purpose is to assist the Board of Directors 
to fulfill its oversight responsibilities by reviewing the financial information provided to shareholders and others, the systems of 
internal controls which management has established to preserve our assets and the audit process. It is not the audit committee's duty or 
responsibility to conduct auditing or accounting reviews or procedures or to determine that our financial statements are complete and 
accurate and in accordance with generally accepted accounting principles in Canada. In giving its recommendation to the Board of 
Directors, the audit committee has relied on management's representations that the financial statements have been prepared with 
integrity and objectivity and in conformity with generally accepted accounting principles in Canada and on the opinion of the 
independent auditors included in their report on our financial statements. 


Based solely on a review of the reports furnished to us, we believe that during 2003 all of our directors, executive officers and 10% 
shareholders complied with the applicable requirements for reporting initial ownership and changes in ownership of our common 
shares. 


Code of Business Conduct and Ethics 


We have a Code of Business Conduct and Ethics applicable to all employees, officers and directors regardless of their position in our 
organization, at all times and everywhere we do business. The Code provides that our employees, officers and directors will uphold 
our commitment to a culture of honesty, integrity and accountability and that we require the highest standards of professional and 
ethical conduct from our employees, officers and directors. Our Code of Business Conduct and Ethics has been filed as Exhibit 14.1 to 
this Annual Report. 


ITEM 11. EXECUTIVE COMPENSATION 

In accordance with the requirements of applicable securities legislation in Canada, the following executive compensation disclosure is 
provided in respect of the Company’s President and Chief Executive Officer as at December 31, 2003, and each of the Company’s 
four most highly compensated executive officers (“Named Executive Officers”) whose annual compensation exceeded Cdn$100,000 
in the year ended December 31, 2003. During the year ended December 31, 2003, the aggregate compensation paid to all executive 
officers of the Company whose annual compensation exceeded Cdn$40,000 was US$1,300,000.00. 


Summary Compensation Table 


The following table sets forth a summary of all compensation paid during the years ending December 31, 2001, 2002 and 2003 to each 
of the Named Executive Officers. 
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SUMMARY COMPENSATION TABLE 
Annual Compensation 
Year 


Securities Restricted 
Under Shares or 
Other Options/ Restricted 
Annual SARs Share LTIP All Other 
Compen- Granted Payouts Compen- 
sation # sation 


Name and 
Principal Position 
E. Leon Daniel 2003 
President & Chief Executive 2002 | 266,500 
Officer") 2001 | 150,000 
Patrick Chua 2003 144,000 
Executive Vice President” 2002 | 182,970 
2001 180,000 


David R. Martin 2003 | 205,562 
Chairman 2002 | 253,167 
2001 | 150,000 


Gerald Moench 2003 150,000 
Executive Vice President’ 2002 152,475 
2001 150,000 


John O’ Keefe 2003 205,562 

Executive Vice President Investor | 2002 219,845 ; 
Relations & Chief Financial 2001 174,955 : 

Officer 


(1) Mr. Leon Daniel was appointed President and Chief Executive Officer on June 22, 1999, and has been a director of the Company since 
August 25, 1998. 

(2) Mr. Chua was appointed as an Executive Vice President in June 1999. 

(3) Mr. O’ Keefe was Executive Vice President Investor Relations and Chief Financial Officer from September, 2000 to December 2003. 

(4) Mr. Martin has been Chairman and one of the Company’s directors since August 1998. 

(5) Mr. Moench was appointed an Executive Vice President in June 1999. 

(6) Includes premiums paid by us on behalf of the Named Executive Officer for medical, dental and other health insurance coverage. 

(7) Company’s matching contribution to the 401(k) plan, a US defined contribution retirement plan available to US employees. 

(8) Includes Company’s matching contribution to the 401(k) plan of $9,792 plus accrued vacation pay of $15,106. 

(9) Bonuses earned in 2003 are payable in cash and Company shares from the Share Bonus Plan at fair market value on date of approval by the 


Compensation Committee. 
Options and Stock Appreciation Rights (SARs) 
No options were granted to our Named Executive Officers in the financial year ended December 31, 2003. 
Aggregated Option Exercises in Last Fiscal Year and Year End Option Values 
During the financial year ended December 31, 2003, John O’Keefe exercised options for 200,000 shares at Cdn. $6.22 per share, 


100,000 shares at Cdn. $3.60 per share and 30,000 shares at Cdn. $3.10 per share and Gerry Moench exercised options for 50,000 
shares at Cdn. $2.50 per share. No other named executive officers exercised options in 2003. 


Number of Securities Value of Unexercised In- 
Shares Acquired Underlying Unexercised the-Money Options at 
Name on Exercise Value Realized Options at December 31, 2003 December 31, 2003 
(#) ($) (#) ($) 
E. Leon Daniel _ a 666,667 725,001 
Patrick Chua == — 560,000 1,361,000 
John O’Keefe 330,000 805,229 50,000 62,500 
Dave Martin == — 3,400,000 14,790,000 
Gerald Moench 50,000 161,954 195,000 495,750 


Indebtedness of Directors, Executive Officers and Senior Officers 


There was no indebtedness of any officers, directors, employees and former officers, directors and employees of the Company in 
connection with the purchase of securities of the Company as at March 2, 2004. 
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Defined Benefit and Actuarial Plan 


The Company does not presently provide a pension plan for our employees. However, in 2001 the Company adopted a defined 
contribution retirement or thrift plan (401(k) Plan) to assist U.S. employees in providing for retirement or other future financial needs. 
Employees’ contributions (up to the maximum allowed by U.S. tax laws) are matched by the Company 50% starting in 2001 and 
increasing 10% per year thereafter to a maximum of 100%. The Company's matching contributions to the 401(k) Plan during 2003, 
2002 and 2001 were $0.2 million for 2003 and $0.1 million per year for 2002 and 2001. 


Employment Contracts, Termination of Employment and Change-In-Control Arrangements 


The Company has written contracts of employment with Messrs. E. Leon Daniel and W. Gordon Lancaster. Until December 31, 2003, 
the Company also had a written contract of employment with Mr. John O’Keefe. Otherwise, the Company has no written employment 
contracts or termination of employment or change of control arrangements with any of our directors or Named Executive Officers. 
Each of the written employment contracts the Company has with the Named Executive Officers allows us to terminate the Named 
Executive Officer for cause in which case the Named Executive Officer would have no entitlement to any compensation with respect 
to the termination. None of the contracts provides for a change of control arrangement. 


Mr. Daniel’s contract provides for an annual salary of not less than $300,000 over the term of employment of five years, commencing 
on April 30, 2002, unless terminated earlier in accordance with the provisions of the contract. Either party may terminate the contract 
upon one year’s notice provided however that the Company may terminate Mr. Daniel’s employment at any time without notice by 
paying him an amount equal to the lesser of one year’s salary or the prorated amount of his annual salary that he would have earned 
between the date of termination and the expiration of the contract term. Mr. Daniel is eligible to recetve a cash bonus and a stock 
bonus each year, as determined by the Compensation Committee. Mr. Daniel is entitled to participate in the Company’s employee 
benefit programs on the same basis as all of the Company’s other employees. 


Commencing in September 2000, the Company had an employment contract with Mr. John O’Keefe, the Company’s former 
Executive Vice-President of Investor Relations and Chief Financial Officer. The contract had no fixed term of employment and 
provided for an annual salary of $200,000. Mr. O’Keefe was entitled to participate in the Company’s employee benefit programs on 
the same basis as all of the Company’s other employees. Effective December 31, 2003, Mr. O’Keefe elected to terminate his 
employment with the Company. Mr. O’Keefe received no additional compensation upon termination of his contract but was entitled to 
exercise his vested incentive stock options. 


As of January 1, 2004, the Company entered into an employment contract with Mr. W. Gordon Lancaster having no fixed term of 
employment and providing for an initial annual salary of $200,000, subject to review annually by the Compensation Committee, and 
the same benefit entitlements available to the Company’s other executive officers. Under the terms of the contract, Mr. Lancaster was 
granted an initial incentive stock option to acquire 250,000 common shares, which vest over 4 years and expire on the 5th anniversary 
of the date of grant. The Company may terminate Mr. Lancaster's employment for any reason by delivering to him six months’ written 
notice. 


Director Compensation 


All independent directors receive director fees of $2,000 per month. We did not pay any other cash or fixed compensation to our 
directors for acting as such. We reimburse our directors for expenses they reasonably incur in the performance of their duties as 
directors and they are also eligible to participate in our Employees' and Directors' Equity Incentive Plan. One of our non-executive 
directors, John A. Carver, was engaged as a full time employee effective January 1, 2002 and receives a salary in his capacity as an 
employee. 


Employees' and Directors' Equity Incentive Plan 

Our Employees' and Directors' Equity Incentive Plan, as amended (the "Plan") consists of three component plans: a common share 
option plan (the "Share Option Plan"), a common share bonus plan (the "Share Bonus Plan"), and a common share purchase plan (the 
"Share Purchase Plan"). The purpose of the Plan is to advance our corporate interests by encouraging equity participation by our 
directors, officers, employees and service providers through the acquisition of our shares. 

The following is a brief description of the terms of the Plan. 


Share Option Plan 


The Share Option Plan allows the Board of Directors to grant options to acquire our common shares in favor of our directors, officers, 
employees and service providers. Options are subject to adjustment in the event of a subdivision or consolidation of our common 


54 


shares, an amalgamation, or other corporate event affecting our common shares. Participation in the Share Option Plan is limited to 


directors, officers, employees and service providers, who are, in the opinion of our Board of Directors, in a position to contribute to 
our future growth and success. 


In determining the number of common shares made subject to an option, we consider, among other things, the optionee's relative 
present and potential contribution to our success and to the prevailing policies of each stock exchange on which our shares are listed. 
The Board of Directors determines the date of grant, the number of optioned common shares, the exercise price per share, the vesting 
period and the exercise period. The minimum exercise price of any option granted under the Share Option Plan is the weighted 


average price of our common shares on the principal stock exchange on which our common shares trade for the five trading days prior 
to the date of grant. 


Unless earlier terminated upon an optionee's death or termination of employment or appointment, options are exercisable for a period 
of up to ten years. We may, in our discretion, accelerate unvested options if a take-over bid is made for our common shares. 


Share Bonus Plan 


The Share Bonus Plan permits our Board of Directors to issue up to an aggregate maximum of 2,000,000 of our common shares as 
bonus awards to our directors, officers, employees and service providers on a discretionary basis having regard to such merit criteria 
as the Board of Directors may determine. As at December 31, 2003 there were 1,155,870 shares available to be issued from the Share 
Bonus Plan. 


hare Purchase Plan 


Participation in the Share Purchase Plan is limited to employees who have completed at least one year (or less, at the discretion of the 
Board of Directors) of continuous service on a full-time basis and who are designated by the Board of Directors as eligible to 
participate in the Share Purchase Plan. 


Eligible employees may contribute up to 10% of their annual basic salary to the Share Purchase Plan in semi-monthly installments. 
We then make contributions on a quarterly basis equal to the employee's contribution. 


At the end of each calendar quarter, the eligible employee receives a number of our common shares equal to the aggregate amount 
contributed by the employee participant and by us, on the participant's behalf, divided by the weighted average trading price of our 
common shares on our principal stock exchange during the previous three months. 


The Share Purchase Plan component of the Plan has not yet been activated. 


General 


The aggregate maximum number of our common shares, which we may issue, or reserve for issuance under the Plan, is currently 
20,000,000 common shares. Any increase is subject to Toronto Stock Exchange approval and approval by our shareholders. The 
maximum number of our common shares which we may, at any time, reserve for issuance to any one person under the Plan may not 
exceed 5% of our issued and outstanding common shares. As at December 31, 2003, there were 5,521,640 shares available to be 


issued from our Employees' and Directors' Equity Incentive Plan. 


Our Board of Directors has the right to amend, modify or terminate our Equity Incentive Plan. However, any amendment to the Equity 
Incentive Plan which would materially increase the benefits under the Plan, materially modify the requirements as to eligibility for 
participation in the Plan or materially change the number of our common shares that may be issued or reserved for issuance under the 


Plan, is subject to Toronto Stock Exchange approval and the approval of our shareholders. 


Compensation Committee Interlocks and Insider Participation 


During the year ended December 31, 2003, our Compensation Committee consisted of Messrs. Edward Flood and Howard Balloch. 


Board Compensation Committee Report on Executive Compensation 


Our executive compensation program is administered by the Compensation Committee. The members of the Compensation 
Committee are both non-employee directors. Following review and approval by the Committee, decisions relating to executive 
compensation are reported to and approved by the full Board of Directors. The Committee has directed the preparation of this report 


and has approved its contents and its submission to shareholders. 
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The basic philosophy underlying our executive compensation program is that the interests of our executive officers should be aligned 
as closely as possible with the interests of Ivanhoe and its shareholders as a whole. Compensation for our executive officers is, 
accordingly, designed to achieve the following objectives: to provide a strong incentive to management to contribute to the 
achievement of our short-term and long-term corporate goals; to ensure that the interests of our executive officers and the interests of 
our shareholders are aligned; and to enable us to attract, retain and motivate executive officers of the highest caliber in light of the 
strong competition in our industry for qualified personnel. Our approach to compensation for senior executives and other employees is 
designed to recognize both corporate and individual performance, and the fact that, insofar as competition for highly skilled 
employees is intense, the levels of compensation we offer should be comparable to those offered elsewhere in our industry. 


The compensation that we pay to our executive officers generally consists of cash, equity and equity incentives. Our compensation 
policy reflects a belief that an element of total compensation for our executive officers should be "at risk" in the form of stock options, 
so as to create a strong incentive to build shareholder value. The Compensation Committee oversees and sets the general guidelines 
and principles for the compensation packages for senior management. As well, the Compensation Committee assesses the individual 
performance of our executive officers and makes recommendations to the Board of Directors. Based on these recommendations, the 
Board of Directors makes decisions concerning the nature and scope of the compensation to be paid to our executive officers. 


The base salaries of our executive officers are determined using a subjective assessment of each individual’s performance, experience 
and other factors we believe to be relevant. We also consider recommendations from outside compensation consultants and use 
compensation data obtained from publicly available sources. We believe that current executive officer salaries are appropriate to 
ensure that our executive officers’ compensation remains close to the median level of most of the comparative compensation data. All 
of our executive officers are eligible to receive discretionary bonuses, based upon Ivanhoe’s overall performance and achievement of 
corporate objectives and our subjective assessment of each executive officer’s contribution to such performance and achievement. 
Incentive bonuses awarded for the 2003 fiscal year consisted of 55% cash and 45% common shares issued at fair market value under 
the share bonus plan component of our Employees’ and Directors’ Equity Incentive Plan. 


The specific relationship of corporate performance to executive compensation under our executive compensation program is created 
through equity compensation mechanisms. Incentive stock options, which vest and become exercisable through the passage of time, 
link the bulk of our equity-based executive compensation to shareholder return, measured by increases in the market price of our 
common shares. We also make discretionary bonus awards of common shares to our employees, including our executive officers. 
Such awards are intended to recognize extraordinary contributions to the achievement of corporate objectives. 


Eligibility for participation from time to time in the various equity incentive mechanisms available under our Employees’ and 
Directors’ Equity Incentive Plan is determined after we have thoroughly reviewed and taken into consideration the individual 
performance and contribution to overall corporate performance by each prospective participant. All outstanding stock options that 
have been granted under our Employees’ and Directors’ Equity Incentive Plan were granted at prices not less than 100% of the fair 
market value of Ivanhoe common shares on the dates such options were granted. 


Ivanhoe relies heavily upon stock options to compensate its executive officers. We believe that stock-based incentives encourage and 
reward effective management that results in long-term corporate financial success, as measured by stock appreciation. Stock-based 
incentives awarded to our executive officers are based on the Committee’s subjective evaluation of each executive officer’s ability to 
influence our long-term growth and to reward outstanding individual performance and contributions to our business. Our reliance 
upon stock options also reflects our stage of development, our limited history of earnings and the priority allocation of our limited 
financial resources to the development of our business. 


The compensation paid to our Chief Executive Officer for the fiscal year ended December 31, 2003 was based on the same basic 
factors and criteria used to determine executive compensation generally. As with executive compensation generally, we believe that 
there is necessarily some subjectivity involved in determining the compensation of our Chief Executive Officer and we do not use 
predetermined performance criteria when setting his compensation. In determining an appropriate level of compensation for our Chief 
Executive Officer, we subjectively and quantitatively analyze his performance, Ivanhoe’s overall corporate performance and our Chief 
Executive Officer’s contribution to that performance. Specific factors considered in setting bonus levels include shareholder returns, 
our operational and financial results and the success of our acquisition, exploration and development programs and strategies. We also 
consider our Chief Executive Officer’s level and scope of responsibility, experience and the compensation practices of other industry 
participants for executives of similar responsibility. 


Our Chief Executive Officer’s minimum salary is set by his employment contract, the material terms of which are described under 
“Employment Contracts, Termination of Employment and Change-in-Control Arrangements”. This contract also provides that our 
Chief Executive Officer is eligible to receive, on an annual basis, a cash bonus and a non-cash bonus in an amount determined by the 
Committee based on such criteria as the Committee may determine from time to time. We awarded a bonus of $81,123 to our Chief 
Executive Officer in respect of the 2003 fiscal year. This bonus consisted of 55% cash and 45% common shares issued at fair market 
value under the share bonus plan component of our Employees’ and Directors’ Equity Incentive Plan. In determining the quantum of 
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our Chief Executive Officer’s bonus, the principal factor we took into account was the creation of shareholder value, measured by the 


increase in the market price of our common shares during 2003. In this regard, reference is made to the performance graph that 
follows this report. 


Submitted on behalf of the Compensation Committee: 
Mr. R. Edward Flood 
Mr. Howard R. Balloch 


Performance Graph 


The following graph and table compares the cumulative shareholder return on a $100 investment in common shares of the Company to 


a similar investment in companies comprising the S&P/TSX Composite Index, including dividend reinvestment, for the period from 
December 31, 1998 to December 31, 2003. 
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT 


Except as set forth below, no person or group is known to beneficially own 5% or more of our issued and outstanding common shares. 
Based on information known to us, the following table sets forth the beneficial ownership of each such person or group in our 


common shares as at February 2, 2004. 


Name and Address of Number of Shares Percentage 
Title of Class Beneficial Owner Beneficially Owned(1) of Class 
Common Shares Robert M. Friedland 46,611,725(2) 28.87% 


Flat B, 31st Floor 

Primrose Court 

56A Conduit Road 

Hong Kong : 
Common Shares Directors and Executive Officers as a Group 54,410,837(3) 33.49% 


(11 persons) 


(1) Beneficial ownership is determined in accordance with the rules of the Securities and Exchange Commission and generally includes voting or investment power 
with respect to securities. Unissued common shares subject to options, warrants or other convertible securities currently exercisable or convertible, or exercisable 
or convertible within 60 days, are deemed outstanding for the purpose of computing the beneficial ownership of common shares of the person holding such 


“th 


convertible security but are not deemed outstanding for computing the beneficial ownership of common shares of any other person. 
(2) 46,611,725 common shares are held indirectly through Newstar Securities SRL, Premier Mines Ltd. and Evershine LLC, companies controlled by Mr. Friedland. 
(3) Includes 5,796,667 unissued common shares issuable to directors and senior officers upon exercise of incentive stock options. 


Security Ownership of Management 


The following table sets forth the beneficial ownership at February 2, 2004 of our common shares by each of our directors, our named 
executive officers and by all of our directors and executive officers as a group: 


Amount 
and Nature Incentive Stock 
of Beneficial Percentage Options 
Title of Class Name of Beneficial Owner Ownership of Class Included in (a) 
(a) (b) (c) 
Common Shares David R. Martin 4,349,460 2.60 3,400,000 
Common Shares Robert M. Friedland 46,611,725 28.87 . 
Common Shares E. Leon Daniel 1,243,290 0.74 666,667 
Common Shares John A. Carver 543,547 033 250,000 
Common Shares R. Edward Flood 175,029 0.10 150,000 
Common Shares Shun-ichi Shimizu 98,500 0.06 - 
Common Shares J. Steven Rhodes 150,000 0.09 150,000 
Common Shares W. Gordon Lancaster 250,000 0.15 250,000 
Common Shares Patrick Chua 575,300 0.34 560,000 
Common Shares Gerald Moench 202,200 0.12 195,000 
Common Shares Howard R. Balloch 150,000 0.09 150,000 
Common Shares All directors and executive officers as a group 
(11 persons) 54,349,051 33.49 


Securities Authorized for Issuance under Equity Compensation Plans 


Our shareholders have approved our Employees’ and Directors’ Equity Incentive Plan (the “Plan’’) and all amendments increasing the 
number of common shares available for issuance under the Plan. The Plan is intended to further align our directors' and management's 
interests with the company's long-term performance and the long-term interests of our shareholders. The material terms of the Plan are 
summarized in Item 11 Executive Compensation. The following information is as at December 31, 2003: 


Number of securities remaining 


Number of securities to be issued Weighted-average exercise available for future issuance under 
upon exercise of outstanding options, _ price of outstanding options, equity compensation plans (excluding 
Plan category warrants and rights warrants and rights securities reflected in column (a)) 
(a) (b) (c) 
Equity compensation plans approved 
by shareholders _ 8,996,664 $2.64 5,521,640 
Equity compensation plans not 
approved by shareholders 0 - 0 
Total 8,996,664 5,521,640 


ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS 
Transactions with Management and Others 


The Company borrowed $1.25 million from Ivanhoe Capital Finance Ltd., a company wholly owned by Mr. Robert Friedland. The 
unsecured loan, due 90 days after written demand, or on the closing date of an equity financing or December 31, 2005 whichever 
occurs earliest, was repaid with accrued interest, at U.S. prime plus 3%, in September 2003. The Company negotiated a revolving 
credit facility of $1.25 million to re-establish or extend that loan in the future as needs arise. 


Certain Business Relationships 


We are parties to cost sharing agreements with other companies wholly or partially owned by Mr. Robert M. Friedland. Through these 
agreements, we share office space, furnishings, equipment and communications facilities in Vancouver and Singapore and an aircraft 
on a cost recovery basis. We also share the costs of employing administrative and non-executive management personnel at these 
offices. During the year ended December 31, 2003, our share of these costs was $0.9 million. The agreement for the usage of the 
aircraft was terminated in 2003. 


During the year ended December 31, 2003 a company controlled by Mr. Shun-ichi Shimizu received $0.4 million for consulting 
services and out of pocket expenses. 


58 


ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES 


The following table summarizes the aggregate fees billed by Deloitte & Touche LLP: 


Year ended December 31 


($000’s) 
2003 2002 
Audit Fees (a) $183 $148 
Tax Fees (b) _43 a) 
Total 226 24 


(a) Fees for audit services billed in 2003 and 2002 consisted of: 

e Audit of the Company’s annual financial statements 

e Reviews of the Company’s quarterly financial statements 

e Comfort letters, statutory and regulatory audits, consents and other services related to Canadian and U.S. securities regulatory 
matters 

(b) Fees for tax services billed in 2003 and 2002 consisted of tax compliance and tax planning and advice: 

e Fees for tax compliance services totaled $36 thousand and $46 thousand in 2003 and 2002, respectively. Tax compliance 
services are services rendered based upon facts already in existence or transactions that have already occurred to document, 
compute, and obtain government approval for amounts to be included in tax filings and consisted of: 

i. Federal, state and local income tax return assistance 
ii. Preparation of expatriate tax returns 
ii. Assistance with tax return filings in certain foreign jurisdictions 

e Fees for tax planning and advice services totaled $7 thousand and $49 thousand in 2003 and 2002, respectively. Tax 
planning and advice are services rendered with respect to proposed transactions or that alter a transaction to obtain a 
particular tax result. Such services consisted of: 

i. Tax advice related to structuring certain proposed mergers, acquisitions and disposals. 


In considering the nature of the services provided by Deloitte & Touche LLP, the Audit Committee determined that such services are 
compatible with the provision of independent audit services. The Audit Committee discussed these services with Deloitte & Touche 
LLP and Ivanhoe management to determine that they are permitted under the rules and regulations concerning auditor independence 
promulgated by the U.S. Securities and Exchange Commission (the “SEC’’) to implement the Sarbanes-Oxley Act of 2002, as well as 
the American Institute of Certified Public Accountants. 


Audit Committee Approval 


Before Deloitte & Touche LLP is engaged by Ivanhoe or our subsidiaries to render audit or non-audit services, the engagement is 
approved by our Audit Committee. All services provided by Deloitte & Touche LLP after May 6, 2003 were approved by our Audit 
Committee. 


The Audit Committee has adopted a pre-approval policy for audit or non-audit service engagements. This policy describes the 
permitted audit, audit-related, tax, and other services (collectively, the “Disclosure Categories”) that Deloitte & Touche LLP may 
perform. The policy requires that, prior to the beginning of each fiscal year, a description of the services (the “Service List”) expected 
to be performed by Deloitte & Touche LLP in each of the Disclosure Categories in the following fiscal year be presented to the Audit 
Committee for approval. Services provided by Deloitte & Touche LLP during the following year that are included in the Service List 
are pre-approved following the policies and procedures of the Audit Committee. 


Any requests for audit, audit-related, tax, and other services not contemplated on the Service List must be submitted to the Audit 
Committee for specific pre-approval and cannot commence until such approval has been granted. Normally, pre-approval is provided 
at regularly scheduled meetings. However, the authority to grant a specific pre-approval between meetings, as necessary, has been 
delegated to the Chairman of the Audit Committee. The Chairman must update the Audit Committee at the next regularly scheduled 


meeting of any services that were granted specific pre-approval. 


In addition, although not required by the rules and regulations of the SEC, the Audit Committee generally requests a range of fees 
associated with each proposed service on the Service List and any services that were not originally included on the Service List. 
Providing a range of fees for a service incorporates appropriate oversight and control of the independent auditor relationship, while 
permitting us to receive immediate assistance from the independent auditor when time is of the essence. On a quarterly basis, the 


Audit Committee reviews the status of services and fees incurred year-to-date against the original Service List and the forecast of 


remaining services and fees for the fiscal year. 
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PART IV 


ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K 


The following financial statements and exhibits are filed as part of this Annual Report: 


(a) 


ily 


Sil 


3.2, 


10.1 


10.2 


10.3 


10.4 


10.5 


10.6 


10.7 


Financial Statements: 
Deloitte & Touche LLP Auditors' Report on Consolidated Balance 
Sheets of Ivanhoe Energy Inc. as at December 31, 2003 and 2002 and 
Consolidated Statements of Loss and Deficit and Consolidated 
Statements of Cash Flow of Ivanhoe Energy Inc. for the years ended 
December 31, 2003, 2002 and 2001. 
Consolidated Balance Sheets of Ivanhoe Energy Inc. as at December 
31, 2003 and 2002 
Consolidated Statements of Loss and Deficit of Ivanhoe Energy Inc. 
For the years ended December 31, 2003, 2002 and 2001. 
Consolidated Statements of Cash Flow of Ivanhoe Energy Inc. for the 
years ended December 31, 2003, 2002 and 2001. 


Financial Statement Schedules: 
Supplementary Disclosures about Oil and Gas Production Activities 
(Unaudited) 


Exhibits 
Articles of Ivanhoe Energy Inc. as amended to June 24, 1999 
(incorporated by reference to Exhibits 1.1 through to 1.4 of Form 20- 
F filed with the Securities and Exchange Commission on February 
28, 2000) 


Bylaws of Ivanhoe Energy Inc. (incorporated by reference to Exhibit 
1.1 of Form 20-F filed with the Securities and Exchange Commission 
on February 28, 2000) 


Petroleum Contract for Kongnan Block, Dagang Oilfield of the 
People’s Republic of China dated September 8, 1997 between China 
National Petroleum Corporation and Pan-China Resources Ltd., as 
amended June 11, 1999 (incorporated by reference to Exhibit 3.15 of 
Form 20-F filed with the Securities and Exchange Commission on 
February 28, 2000) 


Exhibits 
Volume License Agreement dated April 26, 2000 between 
Syntroleum Corporation and Ivanhoe Energy Inc. (incorporated by 
reference to Exhibit 3.37 of Amendment No. 2 to Form 20-F filed 
with the Securities and Exchange Commission on July 24, 2000) 


Master License Agreement Amendment No. | dated October 11, 
2000 between Syntroleum Corporation and Ivanhoe Energy Inc. 
(incorporated by reference to Exhibit 10.18 of Form 10-K filed with 
the Securities and Exchange Commission on March 16, 2001) 


Joint Study Agreement between Petro China Company Limited and 
Sunwing Energy Ltd. dated 29 March 2001, for the purposes of 
entering into Production Sharing Contracts on the Yudong block. 
(Incorporated by reference to Exhibit 10.21 of Form 10-K filed with 
the Securities and Exchange Commission on March 14, 2002) 


Joint Study Agreement between Petro China Company Limited and 
Sunwing Energy Ltd. dated 29 March 2001, for the purposes of 
entering into Production Sharing Contracts on the Zitongxi and 
Zitondong blocks. (Incorporated by reference to Exhibit 10.22 of 
Form 10-K filed with the Securities and Exchange Commission on 
March 14, 2002) 


Joint Venture Agreement and Operating Agreement dated | July 2001 
between Union Oil Company of California and Ivanhoe Energy 
(USA) Inc. on the Creslenn Ranch Area, Henderson County, Texas. 
(Incorporated by reference to Exhibit 10.23 of Form 10-K filed with 
the Securities and Exchange Commission on March 14, 2002) 


Joint Venture Agreement and Operating Agreement dated 1 October 
2001 between Union Oil Company of California and Ivanhoe Energy 
(USA) Inc., in the Bossier Trend, Anderson, Freestone & Henderson 
Counties, Texas (Incorporated by reference to Exhibit 10.24 of Form 
10-K filed with the Securities and Exchange Commission on March 
14, 2002) 
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10.8 


10.9 


10.10 


10.11 


10.12 


10.13 


10.14 


10.15 


10.16 


10.17 


10.18 


10.19 


10.20 


10.21 


10.22 


10.23 


Modification Agreement for Petroleum Development Contract for 
Kongnan Block, Dagang Oilfield, the People’s Republic of China, 
dated 24 October 2001. (Incorporated by reference to Exhibit 10.25 of 
Form 10-K filed with the Securities and Exchange Commission on 
March 14, 2002) 


Consulting Agreement dated 13 January 2002 between Ivanhoe 
Energy Inc. and Nahwan Trading LLC. (Incorporated by reference to 
Exhibit 10.27 of Form 10-K filed with the Securities and Exchange 
Commission on March 14, 2002) 


Petroleum Contract dated September 2002 for Zitong Block, Sichuan 
Basin of the People’s Republic of China . (Incorporated by reference 
to Exhibit 10.12 of Form 10-K filed with the Securities and Exchange 
Commission on March 19, 2003) 


Strategic Development Alliance Letter Agreement dated September 
26, 2002 between the Company and CITIC Energy Ltd. 
(Incorporated by reference to Exhibit 10.13 of Form 10-K filed with 
the Securities and Exchange Commission on March 19, 2003) 


Loan Agreement dated 31 December 2002 between the Company and 
Ivanhoe Capital Finance Limited. (Incorporated by reference to 
Exhibit 10.15 of Form 10-K filed with the Securities and Exchange 
Commission on March 19, 2003) 


Amended Standstill Agreement between Linyi Holdings Limited and 
the Company dated May 5, 2003 


Cooperation Agreement between Ensyn Petroleum International Ltd. 
and Ivanhoe Energy (USA) Inc. dated May 30, 2003 


Employees’ and Directors’ Equity Incentive Plan — June 2003 
Agreement in Principle for GTL Project Development between 


Syntroleum Corporation and the Company dated June 18, 2003 


Exhibits 
Amendment No. 3 to Master License Agreement between Syntroleum 
Corporation and the Company dated July 1, 2003 


Settlement Agreement and Mutual Release between Aera Energy, 
LLC and Ivanhoe Energy (USA) Inc. dated November 5, 2003 


Heads of Agreement between China International Trust and 
Investment Corporation and the Company dated November 18, 2003 


Stock Purchase and Shareholders Agreement between Ensyn Group, 
Inc., Ensyn Petroleum International Ltd. and Ivanhoe Energy (USA) 
Inc. dated January 15, 2004 


LAK Ranch Farm-in Agreement between Derek Resources (USA) 
Inc. and Ivanhoe Energy (USA) Inc. dated January 15, 2004 


Farm-out Agreement among Richfirst Holdings Limited, Pan-China 
Resources Limited, Sunwing Energy Ltd. and the Company dated 
January 18, 2004 

Farmout and Exploration Agreement, Knights Landing Starkey Sand 
Development Program between Ivanhoe Energy (USA) Inc. and 
Nahabedian Exploration Group, LLC dated February 17, 2004 

Code of Business Conduct and Ethics 


Subsidiaries of Ivanhoe Energy Inc. 


Consent of Gilbert Laustsen Jung Associates Ltd., Petroleum 
Engineers 


Consent of Netherland, Sewell & Associates, Inc. 


Consent of Deloitte & Touche LLP 
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(b) 


Sel Certification by the Chief Executive Officer Pursuant to Section 302 
of the Sarbanes-Oxley Act of 2002 


31.2 Certification by the Chief Financial Officer Pursuant to Section 302 
of the Sarbanes-Oxley Act of 2002 


32a Certification by the Chief Executive Officer Pursuant to Section 906 
of the Sarbanes-Oxley Act of 2002 


32.2 Certification by the Chief Financial Officer Pursuant to Section 906 
of the Sarbanes-Oxley Act of 2002 


Reports on Form 8-K: 


The Company filed a report on Form 8-K on November 24, 2003, which included 
information under Item 5 of such form. 
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SIGNATURES 


Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report 
to be signed on its behalf by the undersigned, thereunto duly authorized. 


IVANHOE ENERGY INC. 
By: /s/ E. LEON DANIEL 


Name: E. Leon Daniel 
Title: President and Chief Executive Officer Dated: March 2, 2004 


Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on 
behalf of the registrant and in the capacities and on the dates indicated. 


Signature Title Date 
/s/ E. LEON DANIEL President, Chief Executive March 2, 2004 
E. Leon Daniel Officer and Director 


(Principal Executive Officer) 


/s/ W. GORDON LANCASTER Chief Financial Officer March 2, 2004 
W. Gordon Lancaster (Principal Financial and 

Accounting Officer) 
/s/ DAVID R. MARTIN Chairman of the Board and Director March 2, 2004 
David Martin 
/s/ ROBERT M. FRIEDLAND Deputy Chairman and Director March 2, 2004 
Robert M. Friedland 
/s/ JOHN A. CARVER Director March 2, 2004 
John A. Carver 
/s/ R. EDWARD FLOOD Director March 2, 2004 


R. Edward Flood 


/s/ SHUN-ICHI SHIMIZU Director March 2, 2004 
Shun-ichi Shimizu 


/s/ HowaArD R. BALLOCH Director March 2, 2004 
Howard Balloch 
/s/ J. STEVEN RHODES Director March 2, 2004 


J. Steven Rhodes 
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EXHIBIT 31.1 


CERTIFICATION BY THE CHIEF EXECUTIVE OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 


I, E. Leon Daniel, certify that: 


— 


I have reviewed this quarterly report on Form 10-K of Ivanhoe Energy Inc.; 


2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact 
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading 
with respect to the period covered by this report; 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all 
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods 
presented in this report; 

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have: 


a.) 


b.) 


(S) 


designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed 
under our supervision, to ensure that material information relating to the registrant, including its consolidated 
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report 
is being prepared; 

evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our 
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by 
this report based on such evaluation; and 

disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during 
the registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the 
registrant’s internal control over financial reporting; 


5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over 
financial reporting, to the registrant’s auditors and the audit committee of registrant’s board of directors: 


a.) 


b.) 


all significant deficiencies and material weaknesses in the design or operation of internal control over financial 
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and 
report financial information; and 

any fraud, whether or not material, that involves management or other employees who have a significant role in the 
registrant’s internal control over financial reporting. 


* * x 


Date: March 2, 2004 


Chief Executive Officer 


By: /s/ E. Leon Daniel 


E. Leon Daniel 
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EXHIBIT 31.2 


CERTIFICATION BY THE CHIEF FINANCIAL OFFICER 
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002 


I, W. Gordon Lancaster, certify that: 


— 


I have reviewed this quarterly report on Form 10-K of Ivanhoe Energy Inc.; 


2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact 
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading 
with respect to the period covered by this report; 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all 
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods 
presented in this report; 

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have: 


a.) 


b.) 


A) 


designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed 
under our supervision, to ensure that material information relating to the registrant, including its consolidated 
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report 
is being prepared; 

evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our 
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by 
this report based on such evaluation; and 

disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during 
the registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the 
registrant’s internal control over financial reporting; 


5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over 
financial reporting, to the registrant’s auditors and the audit committee of registrant’s board of directors: 


a.) 


b.) 


all significant deficiencies and material weaknesses in the design or operation of internal control over financial 
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and 
report financial information; and 

any fraud, whether or not material, that involves management or other employees who have a significant role in the 
registrant’s internal control over financial reporting. 


* * * 


Date: March 2, 2004 


Chief Financial Officer 


By: /s/ W. Gordon Lancaster 


W. Gordon Lancaster 
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EXHIBIT 32.1 


CERTIFICATION BY THE 
CHIEF EXECUTIVE OFFICER PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 


I, E. Leon Daniel, Chief Executive Officer, of Ivanhoe Energy Inc. (the “Company”), hereby certify that: 


(a) the Company’s periodic report on Form 10-K for the year ended December 31, 2003 (the “Form 10-K’”), fully complies with 
the requirements of Section 13(a) of the Securities Exchange Act of 1934, as amended, and related interpretations; and 


(b) the information contained in the Form 10-K fairly presents, in all material respects, the financial condition and results of 
operations of the Company. 


Chief Executive Officer 
By: /s/ E. Leon Daniel 


E. Leon Daniel 


March 2, 2004 
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EXHIBIT 32.2 


CERTIFICATION BY THE 
CHIEF FINANCIAL OFFICER PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 


I, W. Gordon Lancaster, Chief Financial Officer, of Ivanhoe Energy Inc. (the *Company”), hereby certify that: 


(a) the Company’s periodic report on Form 10-K for the year ended December 31, 2003 (the “Form 10-K’”), fully complies with 
the requirements of Section 13(a) of the Securities Exchange Act of 1934, as amended, and related interpretations; and 


(b) the information contained in the Form 10-K fairly presents, in all material respects, the financial condition and results of 
operations of the Company. 


Chief Financial Officer 


By: /s/ W. Gordon Lancaster 


W. Gordon Lancaster 


Date: March 2, 2004 
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Exhibit No. 
3a 


3.2 


10.1 


10.2 


10.4 


10.5 


10.6 


10.7 


10.8 


10.9 


10.10 


10.11 


10.12 


10.13 


10.14 


10.15 


10.16 


EXHIBIT INDEX 


Description 

Articles of Ivanhoe Energy Inc. as amended to June 24, 1999 (incorporated by reference to 
Exhibits 1.1 through to 1.4 of Form 20-F filed with the Securities and Exchange Commission 
on February 28, 2000) 


Bylaws of Ivanhoe Energy Inc. (incorporated by reference to Exhibit 1.1 of Form 20-F filed 
with the Securities and Exchange Commission on February 28, 2000) 


Petroleum Contract for Kongnan Block, Dagang Oilfield of the People’s Republic of China 
dated September 8, 1997 between China National Petroleum Corporation and Pan-China 
Resources Ltd., as amended June 11, 1999 (incorporated by reference to Exhibit 3.15 of 
Form 20-F filed with the Securities and Exchange Commission on February 28, 2000) 


Volume License Agreement dated April 26, 2000 between Syntroleum Corporation and 
Ivanhoe Energy Inc. (incorporated by reference to Exhibit 3.37 of Amendment No. 2 to 
Form 20-F filed with the Securities and Exchange Commission on July 24, 2000) 


Master License Agreement Amendment No. | dated October 11, 2000 between Syntroleum 
Corporation and Ivanhoe Energy Inc. (incorporated by reference to Exhibit 10.18 of 
Form 10-K filed with the Securities and Exchange Commission on March 16, 2001) 


Joint Study Agreement between Petro China Company Limited and Sunwing Energy Ltd. 
dated 29 March 2001, for the purposes of entering into Production Sharing Contracts on 
the Yudong block. (Incorporated by reference to Exhibit 10.21 of Form 10-K filed with 
the Securities and Exchange Commission on March 14, 2002) 


Joint Study Agreement between Petro China Company Limited and Sunwing Energy Ltd. 
dated 29 March 2001, for the purposes of entering into Production Sharing Contracts on 
the Zitongxi and Zitongdong blocks. (Incorporated by reference to Exhibit 10.22 of Form 
10-K filed with the Securities and Exchange Commission on March 14, 2002) 


Joint Venture Agreement and Operating Agreement dated | July 2001 between Union Oil 
Company of California and Ivanhoe Energy (USA) Inc. on the Creslenn Ranch Area, 
Henderson County, Texas. (Incorporated by reference to Exhibit 10.23 of Form 10-K filed 
with the Securities and Exchange Commission on March 14, 2002) 


Joint Venture Agreement and Operating Agreement dated 1 October 2001 between Union 

Oil Company of California and Ivanhoe Energy (USA) Inc., in the Bossier Trend, Anderson, 
Freestone & Henderson Counties, Texas. (Incorporated by reference to Exhibit 10.24 of Form 
10-K filed with the Securities and Exchange Commission on March 14, 2002) 


Modification Agreement for Petroleum Development Contract for Kongnan Block, Dagang 
Oilfield, the People’s Republic of China, dated 24 October 2001. (Incorporated by reference to 
Exhibit 10.25 of Form 10-K filed with the Securities and Exchange Commission on March 14, 2002) 


Consulting Agreement dated 13 January 2002 between Ivanhoe Energy Inc. and Nahwan 
Trading LLC. (Incorporated by reference to Exhibit 10.27 of Form 10-K filed with the 
Securities and Exchange Commission on March 14, 2002) 


Petroleum Contract dated September 2002 for Zitong Block, Sichuan Basin of the People’s Republic 
of China. (Incorporated by reference to Exhibit 10.12 of Form 10-K filed with the Securities and 
Exchange Commission on March 19, 2003) 

Strategic Development Alliance Letter Agreement dated September 26, 2002 between the Company 
and CITIC Energy Ltd. (Incorporated by reference to Exhibit 10.13 of Form 10-K filed with the 
Securities and Exchange Commission on March 19, 2003) 

Loan Agreement dated 31 December 2002 between the Company and Ivanhoe Capital Finance 
Limited (Incorporated by reference to Exhibit 10.15 of Form 10-K filed with the Securities and 
Exchange Commission on March 19, 2003) 

Amended Standstill Agreement between Linyi Holdings Limited and the Company dated May 5, 2003 


Cooperation Agreement between Ensyn Petroleum International Ltd. and Ivanhoe Energy (USA) Inc. 
dated May 30, 2003 


Employees’ and Directors’ Equity Incentive Plan — June 2003 


Agreement in Principle for GTL Project Development between Syntroleum Corporation and the 
Company dated June 18, 2003 
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10.18 


10.19 


10.20 


10.21 


10.22 


10.23 
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Description 


Amendment No. 3 to Master License Agreement between Syntroleum Corporation and the Company 
dated July 1, 2003 


Settlement Agreement and Mutual Release between Aera Energy, LLC and Ivanhoe Energy (USA) 
Inc. dated November 5, 2003 


Heads of Agreement between China International Trust and Investment Corporation and the Company 
dated November 18, 2003 


Stock Purchase and Shareholders Agreement between Ensyn Group, Inc., Ensyn Petroleum 
International Ltd. and Ivanhoe Energy (USA) Inc. dated January 15, 2004 


LAK Ranch Farm-in Agreement between Derek Resources (USA) Inc. and Ivanhoe Energy (USA) 
Inc. dated January 15, 2004 


Farm-out Agreement among Richfirst Holdings Limited, Pan-China Resources Limited, Sunwing 
Energy Ltd. and the Company dated January 18, 2004 


Farmout and Exploration Agreement, Knights Landing Starkey Sand Development Program between 
Ivanhoe Energy (USA) Inc. and Nahabedian Exploration Group, LLC dated February 17, 2004 


Code of Business Conduct and Ethics 

Subsidiaries of Ivanhoe Energy Inc. 

Consent of Gilbert Laustsen Jung Associates Ltd., Petroleum Engineers 

Consent of Netherland, Sewell & Associates, Inc. 

Consent of Deloitte & Touche LLP 

Certification by the Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 
Certification by the Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 
Certification by the Chief Executive Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 


Certification by the Chief Financial Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 
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